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General Framework

:K\�LV�WKH�ILJKW�DJDLQVW�LQIODWLRQ�FUXFLDO"�:K\�LV�WKH�ILJKW�DJDLQVW�LQIODWLRQ�FUXFLDO"�

The pre-condition of economic 
stability is;

3ULFH�6WDELOLW\�

The pre-condition of economic 
stability is;

3ULFH�6WDELOLW\�

The primary objective of economic policies is to increase 
economic prosperity. 

��

Economic stability is a 
must.

)RU�VXVWDLQDELOLW\�

��

Sustainable growth         and Sustainable employment

3URVSHULW\�LQFUHDVHV�RQO\�LI�

DUH�DFKLHYHG. 

��
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The Turkish Economy
6WULFWO\ LPSOHPHQWHG�HFRQRPLF�SROLFLHV6WULFWO\ LPSOHPHQWHG�HFRQRPLF�SROLFLHV

- Single-digit inflation after 35 years, currency reform. 

- Considerable economic growth largely higher than expectations. 

- Fall in the ratio of public debt to national income. 

- Decreasing economic uncertainties, increasing predictability.

- Strengthening macroeconomic fundamentals, increasing resistance to 
shocks. 

- Changing dynamics of the economy: the private sector in the foreground, 
productivity increase, behavioral changes, increasing competitiveness. 

7KH�7XUNLVK�HFRQRP\�LV�XQGHUJRLQJ�D�VWUXFWXUDO�
WUDQVIRUPDWLRQ��

7KH�7XUNLVK�HFRQRP\�LV�XQGHUJRLQJ�D�VWUXFWXUDO�
WUDQVIRUPDWLRQ��
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Inflation 

- 6HUYLFHV�VHFWRU�ULJLGLWLHV��
9 Still continuing backward indexation.
9 Closed to foreign competition; oligopolistic structure.
- 2LO�DQG�)XHO�RLO�
9 Effective on transportation and housing.
9 Indirect effects are not yet visible.

- 5HVWDXUDQWV�DQG�KRWHOV� affected by tourism.

- 7REDFFR� affceted by special consumption tax.

6HSWHPEHU�&3,�± $QQXDO�SHUFHQWDJH�
FKDQJH�RI VRPH�JURXSV

�����7UDQVSRUWDWLRQ
�����$OFRKROLF�%HYHUDJHV�DQG�7REDFFR

����&ORWKLQJ�DQG�)RRWZHDU
����+HDOWK�

����(GXFDWLRQ
����)RRG�DQG�1RQDOFRKROLF�%HYHUDJHV

�����+RXVLQJ�
�����5HVWDXUDQWV�DQG�+RWHOV

����&3,�*HQHUDO

����,QGXVWU\
����$JULFXOWXUH�

����� 0DQXIDFWXULQJ
������ 0LQLQJ

������� (QHUJ\

����33,�*HQHUDO

&3,��-DQXDU\ ± 6HSWHPEHU �����
)LUVW���PRQWKV�FXPXODWLYH������� �
$QQXDO������������������������������������������

6HSWHPEHU�33,± DQQXDO�SHUFHQWDJH�FKDQJH

- 0RUH�VHQVLWLYH�WR�H[FKDQJH�UDWH�DQG�UDZ�
PDWHULDO�SULFHV� Simultaneous movements of them 
are important.

- $JULFXOWXUH may follow a more stable course 
compared to the past, GXH�WR�WKH�FKDQJH�LQ�
FDOFXODWLRQ�PHWKRGV��
- 33,�LV�QRW�WKH�WDUJHW��

33,��-DQXDU\ ± 6HSWHPEHU �����
)LUVW���PRQWKV�FXPXODWLYH������� �
$QQXDO ��������
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� 6SHFLILHG�&3,�&RYHUDJHV�
Inflation 

����*

����)

����$

6SHFLILHG�&3,��$�� Excluding seasonal products 

6SHFLILHG�&3,��)�� Excluding energy, alcoholic 

beverages, tobacco products, other goods with 

administered prices and indirect taxes

6SHFLILHG�&3,��*�� Excluding F and unprocessed 
food products

,QGLFHV�H[FOXGLQJ�
9 Seasonal products whose prices display 
regular fluctuations according to periods, 

9 Energy prices determined in international 
markets, 

9 Tax regulations that are not directly 
related to supply-demand balance but 
influence prices, and goods with 
administered prices, 

are critical in identifying the main trends in 
the economy.   

7KH�HQG�\HDU�WDUJHW�FDQ�EH�DFKLHYHG��
KRZHYHU�
- Monetary policy has lagged effect; 
decisions are meant for 2006 and later. 
3URJUDP�WDUJHWV�

Annual 
percentage         

change

Source: SIS
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Inflation - Outlook
:KDW�LV�WKH�2XWORRN"�

9 7KH�FDSDFLW\�XWLOL]DWLRQ�UDWH�is below that of last 
year. 

9 The persistent RXWSXW�JDS�restrains the demand 
pressure on prices. However, it may converge to its 
potential level at the end of 2005.

,Q�WKH�QRUPDOL]DWLRQ�SURFHVV�RI�WKH�HFRQRP\�
9 'HPDQG developments, 

9 3URGXFWLYLW\, 

9 (PSOR\PHQW�indicators

have increasing impact on decisions.

Source:AMA, BESD, CBRT
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:KLWH�*RRGV�
�OHIW�D[LV�

7RWDO�
9HKLFOHV�
�ULJKW�D[LV�

'RPHVWLF�GHPDQG�GHYHORSPHQWV�DUH�
FORVHO\�PRQLWRUHG��

9 The upward trend in sales of ZKLWH�JRRGV�and 
total sales of YHKLFOHV�continues, following the 
relative slowdown in the beginning of 2005.
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9 'HFUHDVHV LQ�FRQVXPHU�FRQILGHQFH�LQGLFHV�and 
deteriorations in domestic sales expectations show 
that domestic demand will be under control during
the rest of 2005.
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Inflation – Outlook 
:KDW LV�WKH�2XWORRN"

- )RUHLJQ�GHPDQG�GHYHORSPHQWV�are 
important since they make up an element of 
total demand. 0RGHUDWLQJ�WKH�JURZWK�
H[SHFWDWLRQV�IRU�WKH�(8�may reduce total 
demand. 
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Source: SIS

This trend may create pressure on UHDO�ZDJHV��
However, the continuing rise in productivity, 

increasing investments and high rates of labor force 
participation may restrain the pressure. 

-1500

-1000

-500

0

500

1000

1500

20
02

Q
 1

20
02

Q
 2

20
02

Q
 3

20
02

Q
 4

20
03

Q
 1

20
03

Q
 2

20
03

Q
 3

20
03

Q
 4

20
04

Q
 1

20
04

Q
 2

20
04

Q
 3

20
04

Q
 4

20
05

Q
 1

20
05

Q
 2

$118$/�(03/2<0(17�,1&5($6(6�
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Agriculture 

Excluding Agriculture (Industry, Mining, 
Construction and Services)

- (PSOR\PHQW�GHYHORSPHQWV�
9 Improvement continues. In the first half of 2005, the 
number of employed people increased by 3.5 percent 
compared to the same period of 2004.  

9 Strong increase in employment in sectors excluding 
agriculture: 
21.2 percent increase in construction, 7.7 percent 
increase in services, 5.3 percent increase in industry 
sectors; 5.2 percent decrease in agricultural sector. 

9 Data of the CBT Business Tendency Survey show 
that the upward trend in employment may continue. 

Note: Total employment is 23.3 million people as of July. 
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-The YROXPH�RI�KRXVLQJ�FUHGLWV�LQ�7XUNH\�LV�YHU\�
ORZ�FRPSDUHG�WR�RWKHU�FRXQWULHV�in terms of the 
ratio to GNP��
- New financing instruments (mortgages), current 
demand and the EU process indicate that the 
increase will continue in the upcoming periods.  
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- 7KHUH�LV�D�UDSLG�LQFUHDVH�LQ�FRQVXPHU�ORDQV�
9 The rate of annual increase in FUHGLW�FDUGV�slightly
decelerated in the recent period. 

9 The highest increase is observed in KRXVLQJ�FUHGLWV� The 
rate of increase accelerated in the last three months. 
- Share of housing credits in consumer credits:

Source: CBT

5($/�&21680(5�&5(',76��+286,1*�&5(',76 $1'�
&5(',7�&$5'6�,1'(;���$QQXDO�SHUFHQWDJH�FKDQJH�&3,������ ����

+RXVLQJ�&UHGLWV

&RQVXPHU�&UHGLWV

&UHGLW�&DUGV

Percent 

Inflation – Outlook 
:KDW LV�WKH�2XWORRN"

2002; 20.3 percent          September 2005; 36.8 percent

ÖFall in credit interest rates,  
ÖExtended maturities; maturities up to 20 years,
ÖWidespread preference of house purchase as investment. 

7KH�GHPDQG�IRU�KRXVHV�H[HUWV�SUHVVXUH�on house SULFHV�
and UHQWV��The medium-term effect on demand is being 
closely monitored. There is D�VHULRXV�ULVN�RI�PDWXULW\�

PLVPDWFK�since the average maturity of deposits in banks is
three months. 

2 – 59East and South East Asian Countries

1 – 22Middle East Countries 

43EU (Average)

53USA

1.3Turkey (September 2005)

4 – 12Latin American Countries

Source: Capital Markets Board of Turkey

+286,1*�&5(',76���*13�5$7,26��SHUFHQW�
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Inflation – Outlook 
:KDW LV�WKH�2XWORRN"
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6HUYLFHV *RRGV
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*22'6�$1'�6(59,&(6�*5283�,1)/$7,21
Annual 

Percentage

9 $UH�FRQVLGHUDEO\�HIIHFWHG�E\�RLO�SULFH�LQFUHDVHV��
There is considerable difference between the oil-
based and oil-free groups of the sector. 
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2,/�%$6('�$1'�2,/�)5((�6(59,&(6�,1)/$7,21

Source: SIS

Oil-free Services

Oil-based 
Services

� 6HUYLFHV�VHFWRU�ULJLGLWLHV�
9 Have effected the VORZGRZQ�RI�WKH�GRZQZDUG�
WUHQG�LQ�LQIODWLRQ since last year. 

- Despite the slight decrease observed in the 
last two months, the rate of increase in the 
prices of services sector is still very high 
compared with the goods group. 

9 Rent increases have been above those of last 

year for the last two months. 

If these trends continue, WKH�QHJDWLYH�LPSDFW RI�WKH�
VHUYLFHV�VHFWRU�RQ������LQIODWLRQ�ZLOO�EH�IHOW�YHU\�

VWURQJO\�

Annual 
Percentage
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- +LJK�OHYHO�RI�SULFHV�LQ�HQHUJ\�DQG�PHWDO�
SULFHV�FRQWLQXH�WKURXJKRXW�WKH�ZRUOG��
9 7KH�SULPDU\�HIIHFW�RI�RLO�SULFH�LQFUHDVHV�RQ�WKH�
&3,�reached ����SRLQWV during the previous year. 

Part of this primary effect is expected to appear with 

a time lag in 2006. 

Inflation – Outlook 
:KDW LV�WKH�2XWORRN"
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(QHUJ\�3ULFHV�,QGH[

0HWDO�3ULFHV�,QGH[

Index

� 0HDQZKLOH��WZHOYH�PRQWK�LQIODWLRQ�
H[SHFWDWLRQV�FRQYHUJH�WR�WKH������
WDUJHW��

,Q�������WKH ³H[SOLFLW�LQIODWLRQ�WDUJHWLQJ�
UHJLPH´�ZLOO�EH�DGRSWHG�LQ�RUGHU�WR�VWUHQJWKHQ�

WKH�LQVWLWXWLRQDO�IUDPHZRUN�LQ�WKH�ILJKW�
DJDLQVW�LQIODWLRQ��

- Preparations for this regime have been underway
since 2000. 

- Significant distances have been covered in 
fulfilling the pre-conditions. 

- Technical studies continue within the CBT.

- The main goal is to further institutionalize 
decision-making processes and increase 
transparency. 

9 0RQHWDU\�SROLF\�FDQ�LQ�QR�ZD\�UHDFW�WR�H[WHUQDO�
GLUHFW�DQG�SULPDU\�LQGLUHFW�HIIHFWV��

9 Monetary policy only reacts if such effects create 

permanent VHFRQGDU\�LQGLUHFW�HIIHFWV�on 

expectations and pricing behaviors. 
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Risks

- It is crucial that the UHIRUP�SURFHVV�GRHV�QRW�ORVH�SDFH. 
- The EU and IMF are important anchors that are not alternatives to each other.

- It is essential that the H[SHFWDWLRQV�DUH�QRW�GLVWRUWHG. 

- :KHUH�WR�VSHQG�WKH�SULYDWL]DWLRQ�UHYHQXHV has high importance.

- ,QFUHDVH�LQ�GRPHVWLF�GHPDQG�should be monitored, recovery in consumption

should develop in a controlled manner. 

- 7LJKW�ILVFDO�SROLF\��WDUJHW�FRQVLVWHQW�UHYHQXHV�DQG�SULFLQJ�SROLF\ should
be maintained.

- 'LG�LQWHUQDWLRQDO�GHYHORSPHQWV�FRQWULEXWH"
9 Positive:  Global liquidity

9 Negative: Low growth in the EU, 
Increase in oil / energy prices, 
EUR / USD parity, 
US interest rates.

Risk factors at all 
times. 

- $JULFXOWXUH�DQG�UDZ�PDWHULDO�SULFHV
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*URZWK�
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- 5HDO�JURZWK�UDWH�VLQFH������LV������SHUFHQW�
9 This is the highest growth rate, excluding that of China 
and some small countries. 

- Our economy has never grown this rapidly in a 
four-year period since ����.

Growth 
*URZWK� 5$7(�2)�*13�*52:7+��3HUFHQW�

���

����

����

���
���������

���&RQWULEXWLRQ�RI�
(PSOR\PHQW�,QFUHDVH

���*'3�,QFUHDVH�

����&RQWULEXWLRQ�RI�7RWDO�
)DFWRU�3URGXFWLYLW\

����
&RQWULEXWLRQ�RI�
,QFUHDVH�LQ�&DSLWDO�
6WRFN

���������

Source: SIS

Source: SPO

6285&(6�2)�*52:7+��3HUFHQW�
- The growth process also continued in the first 
half of 2005, at 4.3 percent.  

9 2Q�WKH�VXSSO\�VLGH��growth in trade (5%) and 
industrial sectors (4.6%) lost pace, while rapid growth in 
the construction sector (19.7%) continued.

9 2Q�WKH�GHPDQG�VLGH� the high course of private 
consumption expenditures (4.2%) continued, while 
public expenditures also increased (4.2%).  

9 Despite the high base effect, investment expenditures 
rapidly increased (13.1%) due to the impact of the 
construction sector. The investment base of economic 
growth is expanding. 

- Growth is driven by WKH�SULYDWH�VHFWRU��the 
highest contribution came from WKH�SURGXFWLYLW\�
LQFUHDVH��Exports played a critical role; WUDGH�
RSHQQHVV�increased. 
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Growth 
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-10.6-37.9)XUQLWXUH�

4.1-5.3&ORWKLQJ
6.45.67H[WLOH�3URGXFWV

12.714.1)RRG�3URGXFWV�DQG�'ULQNV
40.417.5%DVLF 0HWDO�,QGXVWU\
41.628.01RQ�0HWDOLF 0LQHUDO�3URGXFWV
93.231.90DFKLQHU\�DQG�(TXLSPHQW
20.741.4(OHFWULFDO�0DFK��DQG�'HYLFHV

142.046.35DGLR�79��&RPPXQLFDWLRQV�
(TXLSPHQWV

59.550.93ODVWLF�DQG�5XEEHU�3URGXFWV
48.054.6&KHPLFDO�0DW��DQG�3URGXFWV
35.156.70HWDO�3URGXFWV�,QGXVWU\

203.1106.00RWRU�9HKLFOHV
��������0$18)$&785,1*

*52:7+352'8&7,9,7<
(According to the Index of 

Working Hour Partial 
Productivity)

6(&7256

&RNH�&RDO��5HILQHG�3HWUROHXP�
3URGXFWV�DQG�1XFOHDU�)XHOV 11.6 4.3 341.0 2.8

����4������4��3(5,2'���&+$1*( ��5DQNHG�DFFRUGLQJ�WR�SURGXFWLYLW\��6HFWRUV�ZLWK�D�
VKDUH�RI�PRUH�WKDQ�����SHUFHQW�LQ�WRWDO�H[SRUWV�KDYH�EHHQ�VHOHFWHG����

The sectors that 

grew most rapidly 

and increased 

their exports are 

those which 

increased their 

productivity the 

most. 
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� ���%DVH�HIIHFW�
9 Rapid growth in the first half of 2004 caused the base 
effect to be felt strongly in the first half of 2005. 

Growth 
*URZWK�

7ZR�LPSRUWDQW�IDFWRUV�WR�EH�FRQVLGHUHG�LQ�JURZWK�
DQDO\VHV�

Source: CBT, SIS
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- $V�RI�$XJXVW������ the upward trend in industrial 
production continues at an accelerating pace, strongly felt 
in sectors manufacturing intermediary and investment 
goods. 

- ���6HDVRQDOLW\� in seasonal adjusted terms, the growth 
tendency is strong.

In the first half of 2005; 

9 Private final consumption and private sector 
investment expenditures increased compared to the 
previous period, 

9 Investment expenditures of the state increased at an 
accelerating pace,

9 Mach. equip. manufacturing increased compared to the 
previous quarter. Employment-generating building and 
housing investments – particularly industrial 
construction permits – increased as well.  

24

27

30

33

36

0
3

-I

0
3

-I
I

0
3

-I
II

0
3

-I
V

0
4

-I

0
4

-I
I

0
4

-I
II

0
4

-I
V

0
5

-I

0
5

-I
I

5

6.5

8

9.5

11

727$/�,19(670(17�$1'�727$/�),1$/�'20(67,&�
'(0$1'��6HDVRQDOO\�DGMXVWHG�

7RWDO�)LQDO�'RPHVWLF�
'HPDQG��OHIW�D[LV�

7RWDO�,QYHVWPHQW��
�ULJKW�D[LV�

Million TRY Million TRY



17

0

20

40

60

80

100

120

01
-0

0

07
-0

0

01
-0

1

07
-0

1

01
-0

2

07
-0

2

01
-0

3

07
-0

3

01
-0

4

07
-0

4

01
-0

5

07
-0

5

-80

-60

-40

-20

0

20

35,9$7(�6(&725�,19(670(17�7(1'(1&<�$1'�5($/�
6(&725�&21),'(1&(�,1'(;

Source: CBT
Figures above 100 indicates increase in confidence.

- With the removal of the base effect, DQQXDO�JURZWK�
UDWHV�ZLOO�PDLQWDLQ�WKHLU�VWURQJ�FRXUVH�LQ�WKH�WKLUG�
TXDUWHU�RI�������However;

9 The significant contribution of the post-crisis process to 
growth started to come to a close towards the end of 2004. 

Growth 
*URZWK�± 2XWORRN� Index 

5HDO�6HFWRU�
&RQILGHQFH�,QGH[�

�OHIW�D[LV�

3ULYDWH�6HFWRU�
,QYHVWPHQW�

7HQGHQF\��ULJKW�
D[LV�

Percent 

3RWHQWLDO�*URZWK�
- The potential growth rate changes in time in line with 

the results of reforms and the prevailing economic 

conditions.

- The goal of the structural transformation process is to 

enable our economy to enter a sustainable growth process 

with rates close to high potential growth rates.
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*52:7+�(;3(&7$7,216Percent

- As of 2005, the rate of growth is expected to be close 
to program estimations: ����
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0RQHWDU\�3ROLF\�6WUDWHJLHV
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Monetary Policy Strategies

5HVXOW��:KHQ�FDSLWDO�PRYHPHQWV�DUH�
IUHH��LQWHUHVW�UDWHV�DQG�H[FKDQJH�UDWHV�
FDQQRW�EH�FRQFXUUHQWO\�FRQWUROOHG�LQ�WKH�

ORQJ�UXQ�

5HVXOW��:KHQ�FDSLWDO�PRYHPHQWV�DUH�
IUHH��LQWHUHVW�UDWHV�DQG�H[FKDQJH�UDWHV�
FDQQRW�EH�FRQFXUUHQWO\�FRQWUROOHG�LQ�WKH�

ORQJ�UXQ�

0DLQ�FRQVWUDLQW�LQ�WKH�GHVLJQ�RI�
PRQHWDU\�SROLF\�
,PSRVVLEOH�WULQLW\

/LEHUDOL]DWLRQ�RI�
&DSLWDO�
0RYHPHQWV��
)LQDQFLDO�
,QWHJUDWLRQ

&RQWUROOLQJ�([FKDQJH�5DWHV

$FWLYH���
,QGHSHQGHQW�
0RQHWDU\�3ROLF\��������
&RQWURO�RI�
,QWHUHVW�5DWHV

)ORDWLQJ�
H[FKDQJH�
UDWHV

&DSLWDO�
&RQWURO

3DVVLYH�0RQHWDU\�3ROLF\��
,QWHUHVW�UDWHV�DUH�QRW�
EHLQJ�FRQWUROOHG�

7RGD\��WKH�&HQWUDO�%DQN�SXUVXHV�DQ�
DFWLYH�PRQHWDU\�SROLF\�VWUDWHJ\�ZLWK�

LPSOLFLW�LQIODWLRQ�WDUJHWLQJ�

9 Policy tool Short-term 
interest rates

9 How decisions are 
taken?

2QO\�WKH�IXWXUH�
FRXUVH�RI�LQIODWLRQ

Total supply and demand; 
monetary  aggregates, 

developments in the area of 
public finance

ExpectationsInternal inflation 
forecasts

Productivity, 
employment and 

wages

Pricing 
behaviorExchange rates, 

balance of payment 
developments

Internal and 
external 
shocks

,QIODWLRQ�
WDUJHW

9 Which factors are considered?
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Short-Term Interest Rates
7ZR�VLJQLILFDQW�DVVHVVPHQWV��
�� 7KH�HIIHFW�RI�LQWHUHVW�UDWH�GHFLVLRQV�RQ�
LQIODWLRQ�LV�REVHUYHG�WKURXJK�YDULRXV�
FKDQQHOV�DQG�ZLWK�D�ODJ�RI�WLPH�

$� ([SHFWDWLRQV���The signals given by interest 

rate decisions pertaining to the course of the 

economy affect investment and consumption 

decisions, and determine pricing behavior. 7KLV�
KDV�EHHQ�WKH�PRVW�HIIHFWLYH�FKDQQHO�XS�WR�
QRZ��Though interest rates have not reached the 

desired level yet, expectations management/ 

favorable expectations enabled private sector 

production-investment and consumption to 

record historic high levels in the last 3 years. 
%� *HQHUDO�/HYHO�RI�,QWHUHVW�5DWHV� Though 

strengthening in time, the relation between short 
and long-term interest rates has not yet been as 
strong and permanent as desired. The direction and 
strength of this relation may alter according to risk 
perceptions. 
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'� &UHGLW�&KDQQHO� Gains strength together with the 
normalization tendency of the economy. Expected to 
be one of the most effective channels in the future.  

�� 7KH�HIIHFW�RI�LQWHUHVW�UDWH�GHFLVLRQV�RQ�
LQIODWLRQ�LV�REVHUYHG�WKURXJK�YDULRXV�
FKDQQHOV�DQG�ZLWK�D�ODJ�RI�WLPH �

Short-Term Interest Rates

TRY

+HQFH��LQWHUHVW�UDWHV�GHFLVLRQV�RI�WRGD\�
DUH�WDNHQ�WRZDUGV�QH[W�\HDU¶V�LQIODWLRQ�
DQG�DUH�GLUHFWHG�WR�WKH�PHGLXP�WHUP�

�� 7KH�WUDQVPLVVLRQ�PHFKDQLVP�LV�JHWWLQJ�
PRUH�FOHDU�WRJHWKHU�ZLWK�WKH�SURJUHVV�

PDGH�WRZDUGV�VWDELOLW\�
$� Interest rate decisions have a lagged effect on the 

economic activity and inflation as should be the 
case. 

%� Today, this period is estimated to be 3-9 months 
for economic activity and 9-18 months for inflation 
(This may be as high as 24 months in the case of 
developed countries).
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���&%7�2�1�,QWHUHVW�5DWH�
�/HIW�$[LV��

([FKDQJH�5DWH����������������������������������
�5LJKW�$[LV�

&%7�2�1�,17(5(67�5$7(�$1'�$66(7�35,&(6

,6(�1DWLRQDO�
����,QGH[������������������
�&ORVLQJ�
3ULFHV��
7KRXVDQG��
/HIW�$[LV�

Percent, index

Source:ISE, CBT

&� $VVHW�3ULFHV� Today, it is not the short-term interest 
rates, but international liquidity conditions, as well as 
the expectations pertaining to the economic and 
political course that dominate asset prices such as 
exchange rates and equities. 
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Where The Short-Term Interest Rates Are Heading
7RJHWKHU�ZLWK�WKH�SURJUHVV�PDGH�WRZDUGV�
VWDELOLW\�GXULQJ�WKH�ODVW�WKUHH�\HDUV� QRPLQDO�
DQG�UHDO�LQWHUHVW�UDWHV�GHFOLQHG�VLJQLILFDQWO\���

����������1RPLQDO�,QWHUHVW�
5DWHV

���������([SHFWHG�5HDO�,QWHUHVW�
5DWHV !

-XQH����� 2FWREHU�����
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USA Real 
Interest Rate 
(right axis)

Turkey Expected 
Real Interest Rate 

(left axis)

Brazil Real 
Interest Rate 
(left axis)

Brazil Turkey

Inflation* 6,1 8,0

Current Account Balance / GDP (%)** 1,9 -5,2

Government Gross debt Stock / GDP (%)** 51,8 77,1

&HQWUDO�%DQN�6KRUW�WHUP�,QWHUHVW�5DWHV��&RPSRXQG�
 ���� ����
5HDO�,QWHUHVW�5DWHV
 ���� ���

785.(<���%5$=,/�%$6,&�(&2120,&�,1',&$7256

1 Expectations survey, 12-month CPI expectation and Treasury auction average interest rate are used.
* As of September 2005
** End-year 2004 

− Especially the recent decline in nominal and 

real interest rates coincided with a period 

when;

9 Nominal and real interest rates were constantly 

rising LQ�WKH�86$�(KDV�WKH�SRZHU�WR�LQIOXHQFH�JOREDO�
LQWHUHVW�UDWHV�GLUHFWO\��and LQ�%UD]LO�(LPSOHPHQWV�D�
VWDELOLW\�SURJUDP�MXVW�DV�7XUNH\�.
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Short-Term Interest Rates

− What is necessary for the nominal and 
real interest rates to decline further and in a 
permanent manner is not &%7�UHGXFLQJ�
WKH�VKRUW�WHUP�LQWHUHVW�UDWH�DUWLILFLDOO\�-
as shown clearly by past experience -, EXW�
E\�

− +RZHYHU��WKH�JHQHUDO�OHYHO�RI�LQWHUHVW�
UDWHV�DUH�QRW�DW�WKH�GHVLUHG�OHYHO�\HW��

9 Diminishing worries regarding the SXEOLF�GHEW�
VWRFN, and its financing getting more sustainable. 

9 Turkish economy getting more resilient to internal 
and external shocks by the help of VWUXFWXUDO�
UHIRUPV,
9 0DFURHFRQRPLF�EDODQFHV being established in a 
more solid fashion,
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* CBT Business Tendency Survey, opinion on the general tendency of the course of the economy: 
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9 The improvement of H[SHFWDWLRQV, enhancement 

of confidence,
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Expected Real Interest Rate and Hot Money
5HDO�,QWHUHVW�5DWH�± +RW�0RQH\�

5HODWLRQVKLS

There is a positive relationship 

between expectations and hot money.

- +RW�PRQH\�LQIORZ�LQFUHDVHV�DV�
H[SHFWDWLRQV�LPSURYH�
- +RW�PRQH\�LQIORZ�GHFUHDVHV�DV�
H[SHFWDWLRQV�GHWHULRUDWH����
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+27�021(<�± ���0217+�,1)/$7,21�(;3(&7$7,21��
�)ORZ��PRQWKO\��-DQXDU\������$XJXVW������

12 Month Inflation Expectation (Percent)

Source: CBT

Hot Money (Billion USD)

There is a negative relationship 
between real interest rates and hot 

money.

- +RW�PRQH\�LQIORZ�LQFUHDVHV�DV�WKH�UHDO�
LQWHUHVW�UDWHV�GHFOLQH�
- +RW�PRQH\�LQIORZ�GHFUHDVHV�DV�WKH�UHDO�
LQWHUHVW�UDWHV�ULVH����
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+27�021(<1- Vicious Cycle
Expectations 

Regarding the Future 
Deteriorate.

Capital Inflow 
Decreases, Capital 
Outflow is Began 
to be Recorded.

Nominal and 
Real Interest 
Rates Rise.

Source: CBT

2- Virtuous Cycle
Expectations 

Regarding the Future 
Improve.

Nominal and 
Real Interest 

Rates Decline.

Capital Inflow 
is Recorded.

7KH�GLUHFWLRQ�DQG�WKH�YROXPH�RI�WKH�KRW�
PRQH\�DUH�GHWHUPLQHG�E\�H[SHFWDWLRQV��
UDWKHU�WKDQ�WKH�OHYHO�RI�LQWHUHVW�UDWHV�
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)ORDWLQJ�([FKDQJH�5DWH�5HJLPH�±
([FKDQJH�5DWH�3ROLF\
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- In the floating exchange rate regime, the value 

of the national currency vis-a-vis foreign 

currencies is shaped under market conditions, by 

VXSSO\�DQG�GHPDQG GHYHORSPHQWV. Under this 

regime, neither the Government nor the Central 

Bank has any target regarding the level of the 

exchange rate. 

���,QWHUYHQLQJ�$JDLQVW�([FHVVLYH�9RODWLOLW\�
- In either direction,

- Considering the reasons, as well as potential 

developments,

- Directly or via announcements and warnings.

���)RUHLJQ�([FKDQJH�%X\LQJ�)RU�5HVHUYH�
%XLOG�8S�

- As of 21 October 2005, the foreign exchange 

reserves of the CBT are at a level of USD 44.2 

billion.    

:LWKLQ�WKH�VFRSH�RI�WKH�IORDWLQJ�
H[FKDQJH�UDWH�UHJLPH��&%7�

FRQGXFWV�WZR�W\SHV�RI�WUDQVDFWLRQV�
LQ�WKH�PDUNHWV�

)ORDWLQJ�([FKDQJH�5DWH�5HJLPH –
([FKDQJH�5DWH�3ROLF\

Floating Exchange Rate Regime – Exc.Rate Policy

- As D�FRPSRQHQW�RI�ILQDQFLDO�VWDELOLW\� the 

exchange rate is a significant variable, and is 

always closely monitored by the Central Bank.     

- <HW, the floating exchange rate regime does not 

mean that the exchange rate moves up and down 

in an uncontrolled way, LQGHSHQGHQW�IURP�WKH�
HFRQRPLF�LQGLFDWRUV. 
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+RZHYHU��ZLWK�WKH�SXUSRVHV�RI�
- ([WHUQDO�GHEW�UHSD\PHQWV�RI�WKH�SXEOLF�
VHFWRU��
9 ,Q�WKH�����4�������SHULRG��86'������ELOOLRQ�ZRUWK�
RI�H[WHUQDO�GHEW�UHSD\PHQW�
- Gradually reducing KLJK�FRVW�IRUHLJQ�
H[FKDQJH�OLDELOLWLHV�LQ�&%7�EDODQFH�VKHHW, 
- (VWDEOLVKPHQW�RI�FRQILGHQFH�
foreign exchange purchase LV�EHLQJ�PDGH�DQG�
ZLOO�FRQWLQXH�WR�EH�PDGH within the framework 

of a pre-announced, transparent program 

designed to strengthen the international reserve 

position.

Floating Exchange Rate Regime – Exc.Rate Policy 
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Source: IMF
(1) As of the second quarter of 2005

- Examples from the world show that, even under 

floating exchange rate regimes, FRXQWULHV�SUHIHU�
WR�KDYH�KLJK�IRUHLJQ�H[FKDQJH�UHVHUYHV��
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- Selected exchange rate regimes and exchange 
rate policies that are being implemented,
- The extent of liberalization for the capital 
movements, 
- Business cycles, growth and productivity 
increase,    
- &XUUHQW�HFRQRPLF�SROLFLHV�DQG�WKHLU�OHYHO�RI�VXFFHVV�
- ,PSURYHPHQW�LQ�WKH�HFRQRPLF�IXQGDPHQWDOV��
- 3URJUHVV�PDGH�WRZDUGV�VWDELOLW\��H[SHFWDWLRQV�DQG�WKH�HQFRXQWHUHG�ULVN�SUHPLXP��

Floating Exchange Rate Regime – Exc.Rate Policy
:KDW�'HWHUPLQHV�WKH�/HYHO�DQG�WKH�
5HDO�9DOXH�RI�WKH�([FKDQJH�5DWH"

1DWLRQDO�FXUUHQFLHV�PD\�DSSUHFLDWH�RU�GHSUHFLDWH�
LQ�WKH�VKRUW�DQG�ORQJ�UXQ�LQ�FRQQHFWLRQ�ZLWK��
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Appreciation Ratios Of 
The Developing Countries’ 
Currencies Against The 
US Dollar  (Jan. 2002 –
Feb. 2005, % Change in 
Real Exchange Rates)

$SSUHFLDWLRQ�RI�WKH�
'RPHVWLF�&XUUHQF\

'HSUHFLDWLRQ�RI�WKH�
'RPHVWLF�
&XUUHQF\

Source: World Development Finance

Turkey

In the January 2002 – February 2005 period, 
Turkish currency is not the only national currency 
that appreciated; it is accompanied by the national 

currencies of several developing countries. 

- &RQILGHQFH�DQG�SHUVSHFWLYH�JLYHQ�WR�LQWHUQDO�
DQG�H[WHUQDO�HFRQRPLF�XQLWV�
and also with the effect of the international 
liquidity conditions�
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- Success of the current economic policies: Growth 
without inflation,

- Improvement in economic fundamentals,

- Progress made towards stability.

Floating Exchange Rate Regime – Exc.Rate Policy 
:K\�LV�WKH�7XUNLVK�&XUUHQF\�

$SSUHFLDWLQJ"

&UHGLELOLW\�RI�WKH�7XUNLVK�&XUUHQF\�
,QFUHDVHV:

- Volume of currency in circulation / GDP

- Cycles per year

- Per capita amount of banknotes

- Foreigners issue TRY-denominated debt instruments.

- Improvement in the expectations,

- Decline in the risk premium.

- Confidence and perspective given to the 
domestic and external economic units,

1.1

1.3

1.5

1.7

1.9

2.1

2.3

2.5

02
-0

3

05
-0

3

08
-0

3

11
-0

3

02
-0

4

05
-0

4

08
-0

4

11
-0

4

02
-0

5

05
-0

5

08
-0

5

"# $%& % ' (%) *+ + ,-

.%& % /0 /1 2 3 4% 56 3% 78)

9 36 ) 3 /1 2 1 % 2 8 3 /6 3 / 8 1 9

: / 3 4 3 4% ;<

Total TRY / Total FC
(current exchange rate)

Total TRY  / Total FC 
(fixed exchange rate)

Total TRY / Total FC (fixed 
exc.rate and fixed cross)

Monetray reform
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TRY Portfolio = Deposits + Government Securities + REPO + Mutual Funds + Other
Source: CBT
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&HQWUDO�%DQN�GRHV�QRW�KDYH�DQ\�SROLF\�
RI�NHHSLQJ�75<�RYHUYDOXHG��

Floating Exchange Rate Regime – Exc.Rate Policy 

- Except 11 May 2004, WKHUH�KDV�EHHQ�QR�IRUHLJQ�
H[FKDQJH�VDOHV�WR�WKH�PDUNHW�VLQFH�WKH�VWDUW�RI�
������
- In the 2002 – 2005 period, USD �����ELOOLRQ, and 
since 22 December 2004, USD �����ELOOLRQ worth 
of foreign exchange has been bought. Purchases 
continue.

- Transition to floating exchange rates, Telekom 
crisis, September 11 incident, summer 2002 
political tension, Iraqi War, October 2003, April-
May 2004 period, 7XUNLVK�OLUD�VXIIHUHG���VKDUS�
GHSUHFLDWLRQV��,I�HFRQRPLF�IXQGDPHQWDOV�
GHWHULRUDWH��WKH�VWDELOLW\�SURJUDP�LV�LQWHUUXSWHG�
RU�GHOD\HG��H[SHFWDWLRQV�ZRUVHQ��WKHUH�PD\�YHU\�
ZHOO�EH�DQRWKHU�RQH�

Note: The dates written in red are the dates of CBT intervening in the foreign exchange 
marketby buying foreign exchange.
Source: CBT

EGF HGF + I

JGF EGF + I

*# F " F + I

" HF *F + ,

* IF JF + E

"K F # F + E

JGF HGF + E

" *F IF + E

*GF " *GF + *
* " F IF + E

���
6HSWHPEHU

6XPPHU�
�����
3ROLWLFDO�
7HQVLRQ

,UDT�
&ULVLV

7HUURULVW�
DWWDFNV�LQ�
,VWDQEXO�

&XUUHQW�
DFFRXQW�GHILFLW��
86$�LQWHUHVW�
UDWHV�LQWHUQDO�
H[WHUQDO�
SROLWLFDO�
FRQMXQFWXUH

$GRSWLRQ�RI�WKH�
)ORDWLQJ�
([FKDQJH�5DWH

7HOHNRP�
&ULVLV

" + F JF + E

,GF " + F + I

)25(,*1�(;&+$1*(�5$7(6
�&%7�EHQFKPDUN�GDLO\�H[FKDQJH�UDWHV��86�GROODU�%'�GRODUÕ�VDWÕú�

* *F # F + I

- $V��XQGHU�WKH�IORDWLQJ�H[FKDQJH�UDWH�UHJLPH��
WKH�OHYHO�RI�H[FKDQJH�UDWHV�LV�D�µFRQVHTXHQFH¶�
it should be kept in mind that CBT intervenes 
directed to YRODWLOLW\�DQG�QRW�WR�WKH�OHYHO.  

TRY
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&XUUHQW�$FFRXQW�'HILFLW
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&XUUHQW�$FFRXQW�'HILFLW��
&ULVLV�

- Paralel to the liberalization and 

rise of capital movements in the 

world after the 1980s;

9 Balance of payments crises were 

observed to occur more frequently, 

current account deficit  / GNP ratios 

began to be monitored closely.

Current Account Deficit

9 Turkey’s past experiences also 

confirm this assesment. 

Loose fiscal 

polices and 

accommodating 

monetary 

policies

Fixed / 

foreseeable 

exchange rate 

regime

9 Excessive increase 

in domestic demand,

9 Shortening of 

maturities,

9 High inflation,

9 Periods of volatile 

and unbalanced 

growth,

9 Rising economic 

uncertainties,

9 Current account 
deficit, delayed 
measures 

Deterioration of 
expectations

Triggering 
effect of internal 

or external 
shocks

Rising demand 
for foreign 
exchange

Pressure on 
reserves 

&ULVLV�DQG�'HYDOXDWLRQ&ULVLV�DQG�'HYDOXDWLRQ

:KDW�KDSSHQHG�LQ�WKH�SDVW"



34

&XUUHQW�$FFRXQW�
'HILFLW�� &ULVLV

- However, in recent years, higher level of 

financial and economic integration enable 

countries with strengthening 

macroeconomic stability WR�VXVWDLQ�ODUJHU�
GHILFLWV�

Current Account Deficit

-16 -11 -6 -1 4 9 14

Estonia
Jamaica

Serbia
Mozambiqu

Latvia
Malta

Hungary
Lithuania

Benin
Portugal

Romania
Bulgaria
Moldova
Australia

New Zeland
Senegal

Macedonia,
UnitedState

Croatia
Czech

Iceland
Turkey

Albania
Spain

Guatemala
Greece
Kenya
Slovak

Belarus
South

Tunisia
Uganda
Ireland

Italy
Poland

Mexico
Austria

Peru
Denmark

Chile
Brazil

Argentina
Canada

Indonesia
Germany
Belgium

China
Finland

Thailand
Philippines

Sweden
Russia

Ukraine
Malaysia

Venezuela
Norway

&855(17�$&&2817�
'(),&,7���*'3�

5$7,26�)25�9$5,286�
&28175,(6�������

&XUUHQW�
DFFRXQW�
VXUSOXV

&XUUHQW�
DFFRXQW�
GHILFLW

Turkey

Source: World Bank

- Moreover, current account deficit alone is 

not an indicator of a crisis: Asian countries 

that suffered crises in 1997 were giving 

FXUUHQW�DFFRXQW�VXUSOXVHV�DW�WKH�WLPH�
- Today, circumstances of the 7XUNLVK�
HFRQRP\�DUH�VLJQLILFDQWO\�GLIIHUHQW�IURP�
WKH�SDVW� therefore, in these circumstances 

and under the current economic program, 

the rise in the current account deficit 

should not be expected to result in a crisis. 
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7RWDO�
'RPHVWLF�
6DYLQJV

7RWDO�'RPHVWLF�
,QYHVWPHQWV

3XEOLF�
6DYLQJV

Source: SPO

-5 

-3 

-1 

1

3

5

7

9

11

13

15

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

- Before the 2001 crisis, both investments and 

domestic savings declined, as a result of loose 

fiscal policy and increasing budgetary deficit. 

:KDW FRQGLWLRQV�GLIIHU�IURP�WKRVH�LQ�
WKH�SDVW"

727$/�'20(67,&�,19(670(176�$1'�727$/�
'20(67,& 6$9,1*6
�5HDO�YDOXHV��ELOOLRQ�75<�

Current Account Deficit – Changing Conditions

&XUUHQW�$FFRXQW�%DODQFH� �7RWDO�'RPHVWLF�
6DYLQJV�± 7RWDO�'RPHVWLF�,QYHVWPHQW�

$�

���&DXVHV�RI�WKH�FXUUHQW�DFFRXQW�GHILFLW
DUH�GLIIHUHQW�

- However, today both total domestic investments 

and public savings display an upward trend due to 

tight fiscal policy.  

- Therefore, unlike the past, the current account 

deficit emerged due to the fact that investments 

grow more rapidly than savings.
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April 1998 -2.5

November 2000 -10.2

July 2003 -6.2

April 1998 0.26

November 2000 -6.1 July 2003 -1.6

August 2005 -20.7

April 2005 -17.3 

August 2005 -13.0
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&58'(�2,/�35,&(6�$1'�,76�,03$&7�21�&855(17�$&&2817�
'(),&,7

Source: SIS, SPO, CBT

Current Account Deficit – Changing Conditions

&855(17�$&&2817�'(),&,7�
�$QQXDO�FXPXODWLYH��ELOOLRQ�86'�

&XUUHQW�$FFRXQW�
'HILFLW�([FOXGLQJ�
&UXGH�2LO�,PSRUWV &XUUHQW�$FFRXQW�

'HILFLW

%DUUHO�3ULFH�RI�&UXGH�2LO���
��ULJKW�D[LV�

1HJDWLYH�,PSDFW�RI�WKH�,QFUHDVLQJ�
&UXGH�2LO�3ULFHV�RQ�&XUUHQW�$FFRXQW�

'HILFLW��*13���OHIW�D[LV�

* The average, which is used herein, is compiled in 2001 and is 22.7.
** Crude oil imports are 12-month cumulative as of July, whereas the GNP is annually cumulative as of Q2. 

Brent oil price dated 10-05, 28 October 2005.

9 This negative impact became increasingly stronger 

and exceeded 1 percent of the GNP.

- A part of the current account deficit, which is 

caused by oil prices, created rigidity in the current 

account deficit. 

-:K\�GR�FUXGH�RLO�SULFHV�LQFUHDVH"
9 Insufficient investment in the world petroleum sector 

led to low supply flexibility.

9 Along with the downward trend of global interests, 

investors entered petroleum markets in order to protect 

themselves, with expectations that the decline in the US 

dollar would continue in the medium term and oil prices 

would increase.

9 Oil demand increased due to high growth rates.

2LO�SULFHV��ZKLFK�KDYH�FRQWLQXRXVO\�
LQFUHDVHG�VLQFH�������KDG�D�QHJDWLYH�LPSDFW�
RQ�WKH�FXUUHQW�DFFRXQW�GHILFLW��

%�
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The main factor of capital inflow is the 

substantial increase in the credit utilization of 

the non-banking private sector. It constitutes 

33 percent of the total inflow:

� 6KDUH�RI�FRPPHUFLDO FUHGLWV����SHUFHQW�
� 6KDUH�RI�ORQJ�WHUP�FUHGLWV�����SHUFHQW�

- These credits are production- oriented and are 
used in the imports of capital and intermediate 
goods.

Current Account Deficit – Changing Conditions

* Short-term commercial credits, short-term credits belonging to banks and other sectors and banking sector  
deposits.
** Long-term commercial credits, long-term credits belonging to banks and other sectors. 
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u r g y i gz {b i| r cn }n ~ cab

lb iz v c op i d q

:KLFK�FRQGLWLRQV�GLIIHU�IURP�WKRVH�LQ�WKH�
SDVW"
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- 'HVSLWH�LWV�JUDGXDO�LQFUHDVH in a period of 20 years (1980-

2000), foreign direct investment inflow ZDV�UHDOL]HG�DV USD 

500 million RQ�DYHUDJH. 
-The foreign direct investment inflow reached 86'���ELOOLRQ in 

WKH�ODVW�ILYH�\HDUV (2000-2004).

- Foreign investments displayed a substantial increase in 2005 

and this trend is expected to continue in the upcoming years. 

Privatisation has an important impact on the said performance.

� ,Q�������WKH�VXEVFULEHG�DPRXQW�UHDFKHG�86'����ELOOLRQ�LQ�
WKH�VFRSH�RI�SULYDWLVDWLRQ�DQG�RWKHU�DFWLYLWLHV�

 7KLV�ILJXUH�LV�
WZLFH�DV�ELJ�DV�WKH�LQFRPH�WKDW�7XUNH\�KDG�HDUQHG�YLD�
SULYDWLVDWLRQ�LQ�WKH�ODVW����\HDUV���
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6KDUHV�RI ORQJ�WHUP�FDSLWDO and IRUHLJQ�GLUHFW�
LQYHVWPHQW JURZ increasingly in total capital 
movements.They will continue to grow as long as 
structural reforms are carried out and stability is 
maintained.

Current Account Deficit – Changing Conditions
%�

Share of the short-term capital in total is 53 
percent. Main factor of the increase in short-term 
capital inflow is the increase in the short-term 
credits used by banks. Risk decreases as the 
fragilities in the banking sector ease.

&�
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Is hot money a problem?

9 Floating exchange rate regime, shock- absorbing, risk 
is in the market.

� Under the fixed/managed exchange rate regimes there were 
exchange rate commitments; so when hot money was exiting the 
market the CBT had to sell them in terms of  the said exchange 
rate. As long as the regime prevails, no risk or yield is 
guaranteed. 

�Today there are no exchange rate commitments. Thus,when hot 
money wants to exit, the CBT has to conduct transactions in 
terms of market exchange rates. There is exchange rate risk, the 
yield is not guaranteed, leading to probable loss. 

� Extension of the maturity of government papers,

� Stronger economic foundations,

6ORZ�GRZQ�WKH�VXGGHQ�PRYHPHQWV�RI�KRW�PRQH\�
DQG�ZHDNHQ�LWV�QHJDWLYH�LPSDFWV��

Hot money is composed of part of the short- term 
capital flows, portfolio investments and net errors and 

omissions.

���Net Errors and Omissions  (cumulative)

���Banking sector short-term credits extended  abroad

���
���

���
���
���
���
����

Aug. 2005

Private sector short-term external debt

Banking sector short –term external debt

5HVLGHQW
(TRY+ FX+Repo)

Equity securities

Government papers

1RQ�UHVLGHQW

- It is not only non-resident-oriented, in fact there is a 
VLJQLILFDQW�DPRXQW�RI�UHVLGHQW¶V�KRW�PRQH\ in 
Turkey. 

- The most important item of hot money is portfolio 
investments, which are composed of equity securities 
and government papers.

+RW�0RQH\��$V�RI�$XJXVW������DQQXDO�FXPXODWLYH��ELOOLRQ�86'�
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&20326,7,21��2)�+27�021(<�����PRQWK�FXPXODWLYH���H[FOXGLQJ�
QHW�HUURUV�DQG�RPLVVLRQV��ELOOLRQ�86'�

+RW�0RQH\� 5HVLGHQW

+RW�0RQH\�� 1RQ�5HVLGHQW

Source: CBT.

Current Account Deficit – Changing Conditions
'�
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- )DFWRUV�OHDGLQJ�WR�QHW�HUURUV�DQG�RPLVVLRQV��
9 Foreign exchange assets of the non-banking sector can 
not be monitored completely.

9 Movements of goods and payments may fall into 
different balance sheets in imports and exports. 

9 False statements on customs operations.

9 Errors made while conducting surveys on tourism and 
shuttle trade.

Current Account Deficit – Changing Conditions
7KHUH�KDV�EHHQ�D�VLJQLILFDQW�ULVH�LQ�WKH�QHW�
HUURUV�DQG�RPLVVLRQ�LWHP��1(2� LQ�UHFHQW�\HDUV�

- &RPSDUHG�WR�(XURSHDQ�FRXQWULHV��7XUNH\¶V�QHW�
HUURUV�DQG�RPLVVLRQV�LWHP�LV�QRW�YHU\�ODUJH�
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�����������DYHUDJH�RI�DEVROXWH�YDOXHV��*'3�UDWH��SHUFHQW�

Source: IMF

1(2� �&XUUHQW�$FFRXQW�± &DSLWDO�$FFRXQW�

(�

* Currency substitution is calculated as the ratio of the foreign currency portfolios of the residents to total 
portfolios.

- &XUUHQF\�VXEVWLWXWLRQ�
-The net errors and omissions item is likely to show a 
positive balance in periods with relative stability where 
there is reversecurrency substitution.

-On the other hand, it tends to show a negative balance 
in times of crisis and instability where there iscurrency 
substitution. 

-7KH�UHFHQW�LQFUHDVH�LQ�WKH�QHW�HUURUV�DQG�RPLVVLRQV�
LWHP�FRQILUPV�WKH�IDFW�WKDW��DV�D�UHVXOW�RI�WKH�HQKDQFHG�
FUHGLELOLW\��WKH�SULYDWH�VHFWRU�KDV�EURXJKW�WR�WKH�FRXQWU\�
WKH�IRUHLJQ�DVVHWV�WKDW�WKH\�NHSW�DEURDG�RU�KRDUGHG�
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Million USD Ratio

* As of August 2005, annual.
Source: CBT
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� �� � �
� � � � �

� �� � �
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� �� � �
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�
� � � �

� � � � � �� � � � � � � � � �� � � � � � � � � �� � � � � � � � � �� � � � � � � � � �� � � �

�� The )LQDQFH�VHFWRU�LV�VWURQJHU and the amount of 

open position of the banking sector is much less.

9 However, the real sector should pay attention to its open 

positions. A return to past tendencies is a risk. 

'(9(/230(17�2)�7+(�1(7�);�326,7,21�2)�7+(�
%$1.,1*�6(&725Million USD

7RWDO�%DQNLQJ�6HFWRU
3ULYDWH�%DQNV

Source: SIS,CBT, BRSA

Current Account Deficit – Changing Conditions

80

85

90

95

100

105

110

115

D
ec

.9
9

Se
p.

00

Ju
n.

01

Fe
b.

02

M
ay

.0
2

A
ug

.0
2

N
ov

.0
2

Fe
b.

03

M
ay

.0
3

A
ug

.0
3

N
ov

.0
3

Fe
b.

04

M
ay

.0
4

A
ug

.0
4

N
ov

.0
4

Fe
b.

05

M
ay

.0
5

A
ug

.0
5

),1$1&,$/�675(1*7+�,1'(;Index

Note: A rise in the index points to an amelioration, while a decline shows a deterioration.
Source: CBT 

:KDW FRQGLWLRQV�GLIIHU�IURP�WKRVH�LQ WKH�
SDVW"

����);�UHVHUYHV�KLW�UHFRUG�KLJKV�

�� The value of TRY is not kept high artificially.

9 The CBT purchased USD 33.9 billion in the 2002-2005 

(27 October) period. 

�� 7LJKW�ILVFDO�DQG�PRQHWDU\�SROLFLHV�are 

maintained.

�� Inflation is much lower and significant steps 

have been made towards macroeconomic stability.
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&XUUHQW�$FFRXQW�'HILFLW�,QWHUHVW;
- As indicated in theoretical and applied economics 
literature, under certain assumptions, there is a negative 
correlation between between current account deficit and 
interests in most countries. The situation is the same in 
Turkey: 

9 A rise  in interests decreases the current account deficit 
or puts pressure on its increase. 

9 A decline in interests increases the current account 
deficit. 

Relationship between Current Account Deficit – Interests – Exchange Rate

- ([SHFWDWLRQV�UHYHUVHG�WKH�UHODWLRQVKLS�EHWZHHQ�LQWHUHVW�
UDWHV�DQG�H[FKDQJH�UDWHV��ZKLFK�LV�IRUHVHHQ�E\�WKH�
WKHRUHWLFDO�IUDPHZRUN��
- 7KH�GHFOLQH�LQ�LQWHUHVW�UDWHV�LPSURYHV�SRVLWLYH�H[SHFWDWLRQV��
FDXVHV�FDSLWDO�LQIORZ�DQG��DSSOLHV VHOOLQJ�SUHVVXUH�RQ�
H[FKDQJH�UDWHV��
- $�ULVH�LQ�LQWHUHVW�UDWHV�GHWHULRUDWHV�H[SHFWDWLRQV�DQG�UHVXOWV�
LQ�GHSUHFLDWLRQ�RI�WKH�QDWLRQDO�FXUUHQF\��
-7KHUHIRUH��ZH�FDQQRW�VD\�WKDW�GHFUHDVLQJ�LQWHUHVW�UDWHV�ZLOO�
KHOS�WR�UHGXFH�WKH�FXUUHQW�DFFRXQW�GHILFLW�YLD�H[FKDQJH�UDWHV��

110

120

130

140

150

160

170

0 10 20 30 40 50 60 70

5(/$7,216+,3�%(7:((1�&%7�21�,17(5(67�5$7(� 5($/�
(;&+$1*(�5$7(� �   ¡ ¢ �    £ ¤¥¦ § ¥ ¨ © ¥ª¬« ­® ¯ ¢ ©°± ¥ ²ª ¥ ° ³ ¥´ µ ¶° ·¸ ¥ ª ° § ¥« ¨¹ · § ¶ ³º »

CBRT O/N Interest rate

Real Exchange Rate

Source: CBT

,QWHUHVWV� 5HDO�([FKDQJH�5DWHV ; 

- Contrary to expectated/ projected, there is a 

negative correlation between policy interest rates 

and real exchange rates in Turkey.  

- In other words, Turkish currency appreciated as 

interest rates decreased and depreciated as 

interest rates increased. 
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Turkish Economy-From Now On

The future of the Turkish 

economy depends on 

ZKHQ�DQG�KRZ�LW�ZLOO�
UHDFK�LWV�ILQDO�JRDOV and 

KRZ�FRPSUHKHQVLYH and 

VZLIW the structural reform 

process will be achieved.

The future of the Turkish 

economy depends on 

ZKHQ�DQG�KRZ�LW�ZLOO�
UHDFK�LWV�ILQDO�JRDOV and 

KRZ�FRPSUHKHQVLYH and 

VZLIW the structural reform 

process will be achieved.

Therefore,

We should discuss the UHDO�IXQFWLRQV�
of the

([FKDQJH�
UDWH

,QWHUHVW�
5DWH

6WRFN�
([FKDQJH

triangle, which has become D�YLFLRXV�FLUFOH�
because of  the “rise and fall” talks made 
with a VKRUW�VLJKWHG�SHUVSHFWLYH�
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We should focus on what 
needs to be done in the 
framework of

3ULFH�6WDELOLW\

6XVWDLQDEOH
*URZWK

6XVWDLQDEOH�
,QFUHDVH�LQ�
(PSOR\PHQW

with a medium and long term 
perspective. The EU membership 
process presents an important 
framework.

Turkish Economy-From Now On
From now on:

1- Banking Sector Reform

2- Tax Reform

3- Social Security Reform

4- Quality of Fiscal Adjustment

5- Public Sector Reform

6- Application of the principles of good 
governance

7- Improvement of the investment 
environment

8- Spreading the increases in productivity 
to all sectors

9- Active employment policies 

10- Coordination of Economic Policies

11- Institutionalization

From now on:

1- Banking Sector Reform

2- Tax Reform

3- Social Security Reform

4- Quality of Fiscal Adjustment

5- Public Sector Reform

6- Application of the principles of good 
governance

7- Improvement of the investment 
environment

8- Spreading the increases in productivity 
to all sectors

9- Active employment policies 

10- Coordination of Economic Policies

11- Institutionalization
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- Share of FX deposits in total deposits,

In 1990 - 25.9 percent            In  2001 - 58.2 percent
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Hong Kong
Lithuania

Kazakhstan

Argentina

Dollarization and De-dollarization
&DXVHV�RI�'ROODUL]DWLRQ�������± ����

- 0DFURHFRQRPLF�LQVWDELOLW\�

¼ Chronic and high inflation,

¼ The volatility of inflation being relatively higher than 
the volatility of exchange rates.

� 3RRU�PDUNHW�UHJXODWLRQV�

¼ State guarantees for FX deposits,

¼ Undeveloped risk- protection instruments,

¼ Lack of supervision.

� /DFN RI�FRQILGHQFH�LQ�HFRQRPLF SROLFLHV�

$V�RI�������7XUNH\�EHFDPH�RQH�RI�WKH�
FRXQWULHV�ZLWK�WKH�KLJKHVW�GROODUL]DWLRQ�UDWH�

DPRQJ�HQKDQFLQJ�PDUNHW�HFRQRPLHV��

0 20 40 60 80 100
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6+$5(�2)�);�'(326,76�,1�
727$/�'(326,76�,1�620(�
&28175,(6 ������ DYHUDJH�

Source: De Nicolo, G.; P. Honohan and A. Ize; “Dollarization of the Banking System: 
Good or Bad?”; IMF Working Paper; WP/03/146

Percent

Turkey
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Dollarization and De-dollarization

1HJDWLYH�,PSDFWV�RI�'ROODUL]DWLRQ

� 2Q�WKH�3XEOLF�6HFWRU��
9 Risk of public debt sustainability, 

9 Negative impact of the incoherence of the 
public sector on the banking system.

� 2Q�WKH�5HDO�6HFWRU��
9 Balance sheet risk, 

9 Frequent pricing behaviour.

� 2Q�0RQHWDU\�3ROLF\��
9 Instability in money demand (makes it difficult 

to predict and control inflation)

� 2Q�WKH�)LQDQFH�6HFWRU��
9 Risks concerning solvency (balance sheet 
risk, credit risk),

9 Liquidity risk

113.5

Source: CBT, SIS

*GNP/ Central Bank Money
Stavility of the velocity of money is the indicator of the stability of money demand. 
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,QIODWLRQ�± 5HODWLYH�
YRODWLOLW\�RI�H[FKDQJH�
UDWH�GHFUHDVHG�
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Dollarization and De-dollarization

- However, dollarization rates do not decline rapidly 
they are still at high levels. 
9 Past habits started to change but they still continue. 

9 The reason for opposition to the stability program and the 
exchange rate policy is dollarization.

7KH�GROODUL]DWLRQ�SURFHVV�KDV�UHYHUVHG�LQ�WKH�
ODVW���\HDUV���

- Ratio of FX Deposits to Total Deposits is 37.7 
percent as of October 2005.

- Ratio of TRY-denominated investment instruments 
to those of foreign exchange is increasing. 

Rate

6+$5(�2)�);�'(326,76�,1�727$/�'(326,76

* As of 7 October 2005.

-&XUUHQW�SROLFLHV�DQG�VWUXFWXUDO�UHIRUPV�VKRXOG�
FRQWLQXH�
-:H�VKRXOG�LPSOHPHQW QHZ�PHDVXUHV�WKDW�ZLOO
9 (QFRXUDJH�WKH�XWLOL]DWLRQ�RI�WKH�QDWLRQDO�FXUUHQF\
9 ,QFUHDVH�WKH�FRVWV�RI�);�GHQRPLQDWHG�LQWHUPHGLDWLRQ�

&DXVHV�RI�WKH�5HYHUVH�'ROODUL]DWLRQ�
- Steps towards achieving macroeconomic stability,
9 Tight monetary and fiscal policies, structural reforms, market 
regulations, implicit inflation targeting, floating exchange rate 
regime;
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*  Volatility in inflation / Volatility in exchange rates; 

Exchange rates, monthly average USD selling; inflation, CPI monthly percent change
Volatility is calculated with the rolling 6-month standard deviation of the percent changes.

Source: CBT

Rate 

6LQJOH�GLJLW�LQIODWLRQ�ILJXUHV��IRUHLJQ�
H[FKDQJH�UDWH�ULVN�LV�LQ�WKH�PDUNHW
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- In the framework of the domestic debt mechanism,

9 The amount that is added to the debt stock after a new 
borrowing made in terms of TRY, is equal to the actual 
amount that is received by the Treasury. 

9 When the maturity of the debt is due, the amount to be paid 
is the amount received including the interest to be paid 
against this amount. 

9 As long as the Treasury did not borrow less than its 
redemption, it has to make a net borrowing (again) 
amounting to this total in order to pay the principle and 
interest debt. 

9 Therefore, in every redemption, debt stock decreases as 
much as the principle, while new debt  amounting to the 
principle + interest payment is added to the debt stock  with 
every old debt that exits from the stock.

Domestic Debt Stock- Interest Rates
'RPHVWLF�'HEW�6WRFN�DQG�,QWHUHVW�UDWHV
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'20(67,&�'(%7�672&.
�%LOOLRQ�75<��33,����� �����:3,����� ����

Source: Undersecretariat of Treasury, 
CBT

,Q�FRQFOXVLRQ��DV�ORQJ�DV�UHDO�DQG�QRPLQDO�LQWHUHVWV�
DUH�QRW�DW�QHJDWLYH�YDOXHV��HYHQ�LI�WKH\�ZHUH���
SHUFHQW��LW�ZRXOG�QRW�FKDQJH�DQ\WKLQJ����75<�

GHQRPLQDWHG�GHEW�VWRFN�ZLOO�LQFUHDVH�FRQWLQXRXVO\�LQ�
UHDO�DQG�QRPLQDO�WHUPV�LQ�FDVHV�ZKHUH�ERUURZLQJ�LV�
PDGH�OHVV�WKDQ�WKH�SULQFLSDO��3ULYDWLVDWLRQ�SUHVHQWV�
LPSRUWDQW�RSSRUWXQLWLHV�ZLWK�UHJDUG�WR�WKLV�VLWXDWLRQ�
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- Therefore, we should consider debt stock LQ�WHUPV�RI�
UDWLRV�
- 7KH�rDWLR�RI�GHEW�VWRFN�WR�QDWLRQDO�LQFRPH�LV�GHFUHDVLQJ�

Domestic Debt Stock- Interest Rates
'(%7�672&.��5DWLR�WR�*13��SHUFHQW�

0DDVWULFKW�
&ULWHULD�*URVV�

7RWDO�1HW�GHEW�6WRFN

'RPHVWLF�
'HEW�6WRFN

'RPHVWLF�'HEW�6WRFN�DQG�,QWHUHVW�5DWHV

Source: Undersecretariat of Treasury

* Domestic Debt Stock /GNP, as of Q2 of 2005 annual cumulative is calculated.

6+$5(6�2)�'20(67,&�'(%7�672&.��1RPLQDO��$1'�,17(567�
3$<0(176�������-DQXDU\�� �����$XJXVW�

'RPHVWLF�'HEW�6WRFN��OHIW�D[LV�

6KDUH�RI�,QWHUHVW�3D\PHQWV��ULJKW�D[LV�

9 There is a substantial decline in the ratio of stock to 
the paid interest amount.

- Although Turkey’s debt stock/ GNP ratio is 
manageable for most countries, the debt structure 
VWLOO�KDV�TXLWH�D�VKRUW�DYHUDJH�PDWXULW\ even after 
its expansion in recent periods, thus it constitutes a 
risk. Therefore, in the framework of the National 
Program and the Letter of Intent, the 
implementation of WLJKW�ILVFDO�SROLF\ and SULPDU\�
VXUSOXV��DSSOLFDWLRQ� in accordance with the 
medium-term debt reducing strategy is of great 
importance.

- However WKH�TXDOLW\�RI�ILVFDO�DGMXVWPHQW, which 
considers sustainability and effectiveness and aims 
at maximizing the impact of the fiscal policy on 
growth, LV�DV�LPSRUWDQW�DV�WKH�SROLFLHV�WKDW�UHGXFH�
WKH�GHEW�VWRFN��

7RWDO�*URVV�'HEW�6WRFN

Billion TRY Ratio
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