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Disinflation
:KDW�&DXVHG�/RZHU�,QIODWLRQ"

7KH�LQIODWLRQ�WDUJHW�LV�
EHFRPLQJ�D�UHOLDEOH�
QRPLQDO�DQFKRU�

<HDU�HQG�WDUJHWV�IRU�&3,�
���� ���

Expectations for 2005: 8.7 %; credibility gap: 0.7

���� ���
���� ���

9 7KH�&%7�LQGHSHQGHQFH�

9 ,QFRPHV�SROLF\��PRUH�RU�OHVV�FRQVLVWHQW�ZLWK�WKH�WDUJHW��

9 7LJKW�PRQHWDU\�DQG�ILVFDO�SROLFLHV 'RPHVWLF�GHPDQG�XQGHU�FRQWURO�
9 ,QIODWLRQDU\�LQHUWLD�IDGHV�DZD\�

9 3URGXFWLYLW\�LQFUHDVH��OHYHO�RI�UHDO�ZDJHV�

9 &KDQJHV�LQ�FRQVXPHU�DQG�SURGXFHU�EHKDYLRU�
9 :HDNHQHG�SDVV�WKURXJK�HIIHFW��
9 ,QFUHDVLQJ�FRPSHWLWLYHQHVV��
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Decreasing Public Debt

9 :LWK�WLJKW�ILVFDO�SROLF\
- Very KLJK�SULPDU\�VXUSOXVHV

obtained in 2002-2004.

- Consolidated EXGJHW�GHILFLW�
GHFUHDVHV considerably.

CONSOLIDATED BUDGET BALANCE AND PRIMARY SURPLUS  (% GNP)

Con. budget primary surplus

Con. budget balance

Source: Ministry of Finance; General Directorate of Public Accounts
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9 The QHW�GHEW�VWRFN of 

the public sector is on a 

GRZQZDUG path. 

9 Together with decreasing 

fragility of the economy, 

expected UHDO�LQWHUHVW�
UDWHV are coming GRZQ. 

NET DEBT STOCK OF THE PUBLIC SECTOR (% of GNP) AND 
EXPECTED REAL INTEREST RATES%

Source: Treasury, IMF Country Report (Total Net Debt 2004 projection); Expected real interest rate is of November for the year 2004.
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Decreasing Public Debt
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9 Strict implementation of the program brings 

a UHGXFWLRQ�LQ�WKH�GHEW�VHUYLFH�EXUGHQ�
LQWHUHVW�H[SHQGLWXUHV�GRZQ�in real terms, 

9 A significant LQFUHDVH is observed LQ�WKH
DYHUDJH�PDWXULW\ of treasury issues.

Days
Billion TL

�� �� �� � � �� � � � �� �� �� �

� ��  !#"  � � �  ! � $ � �%

&' � �  ( � )  �� �� �* + ,- ��  � � �* � � � � � �

� �� ( . �  � � �%

For further improvement, EXGJHW�ILQDQFLQJ�
VKRXOG�EH�VXVWDLQDEOH:

9 Measures to cut expenditures:

- Decreasing transfer payments

- Preventing idle employment

9 Strategy to increase revenues:

- Broadening tax base: Tax reform

- Unregistered economy      Registered economy
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Together with the current economic program, 

the Turkish economy has been experiencing 

KLJK�JURZWK�UDWHV�VLQFH������

Positive Growth Rates
GNP GROWTH RATE%

Source: SIS

,��4XDUWHU ,,��4XDUWHU ,,,��4XDUWHU ��0RQWKV
*13 ���� ���� ��� ���
*'3 ���� ���� ��� ���

����

9 Turkish economy grew by 

������ in real terms VLQFH�����.

9 In the first two quarters of 2004, growth 

rates were particularly high.

*URZWK�HVWLPDWHV�
���� ���
���� ���
���� ���

���

���
�

���
�

���
�



11

����+LJK�JURZWK�UDWHV�KDYH�
EHHQ�DWWDLQHG�ZKLOH�LQIODWLRQ�

LV�IDOOLQJ�

Sustainable Growth – Changing Dynamics
7RGD\¶V�JURZWK�G\QDPLFV�DUH�
GLIIHUHQW�IURP�\HVWHUGD\¶V�
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INFLATION AND GROWTH TRENDS IN TURKEY 
(1985-2004)

*URZWK��ULJKW�D[LV�

,QIODWLRQ��OHIW�D[LV�

Trend lines; y= a+ bx+ cx2. x= years, y= growth or inflation.
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���([SRUWV�FRQWULEXWH�WR�
HFRQRPLF�JURZWK�ZLWK�DQ�

LQFUHDVLQJ�VKDUH��
9 Turkey’s total foreign trade volume is 

expected to exceed 150 billion US dollar 

by the end of 2004.

9 The Turkish economy has become 

more integrated with the world 

economy, giving rise to a more 

competitive environment.

CONTRIBUTION OF EXPENDITURES TO THE GDP
%

Source: SIS



12

Sustainable Growth – Changing Dynamics

���7LJKW�ILVFDO�SROLF\�DIIHFWV�
H[SHFWDWLRQV�IDYRUDEO\��

VWLPXODWHV�JURZWK�
9 The main source of growth is no 

longer the public sector.
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WKH�SULYDWH�VHFWRU�

9 While the private sector consumption 

and investment expenditures increase 

at high rates, final consumption and 

investment expenditures of the public 

sector decrease. 
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Sustainable Growth – Changing Dynamics

���3URGXFWLYLW\�± ,QYHVWPHQW��
(PSOR\PHQW

9 Just like several countries achieving strong 

growth performances in post-crisis periods, the 

highest contribution to growth at the initial 

stage comes from the SURGXFWLYLW\�LQFUHDVH.  
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9 7KH�LQFUHDVH�LQ�LQYHVWPHQW�FRPHV�
DIWHUZDUGV. 

9 In other words, at the initial stage, growth 

does not follow investment, LQYHVWPHQW�
IROORZV�JURZWK. 

9 This is also the case in Turkey. 

9 The cumulative SURGXFWLYLW\�LQFUHDVH is 

���� VLQFH������
9 ,QYHVWPHQW will continue to increase. 

*'3

,QYHVWPHQW

&DSDFLW\�8WLOL]DWLRQ�5DWH�
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UNEMPLOYED (Annual Moving Average, thousands)

9 With the negative impact of the crisis 
and contraction in the economy, the 
QXPEHU�RI�XQHPSOR\HG�SHRSOH

increased considerably.

9 But, it has been indicating D�
GHFUHDVLQJ�WUHQG since 2003-Q2, and 
thus the unemployment rate decreased 

to 9.5 % in 2004-Q3. 

Sustainable Growth – Changing Dynamics
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9 During the recovery period, in line 
with the changing structure of the 

Turkish economy, the capacity of the 
SULYDWH�VHFWRU in FUHDWLQJ�QHZ�MREV
is higher than that of the public sector. 

9 The whole process of change in 
dynamics and increase in investment 

will accelerate job creation and ensure 
growth of employment to be 

VXVWDLQDEOH.
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:KDW�QHHGV�WR�EH�GRQH�WR�DWWDLQ�D�VRXQG�PDFURHFRQRPLF�
HQYLURQPHQW IRU�SULFH�VWDELOLW\, KLJK�DQG�VXVWDLQDEOH�JURZWK�"

For Sustainable Growth

1- Banking 

Sector Reform

The Turkish banking sector in 90’s could not perform its 

intermediary function efficiently. Why?

Real Sector Banking Sector

Instead of a relationship between

had developed.

Public Sector Banking Sector

A relationship between

How to strengthen real sector – banking sector relationship?

9 Maintaining price stability 

9 Decreasing public debt stock

9 %DQNLQJ�VHFWRU�UHIRUP
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%DQNLQJ�6HFWRU�
5HIRUP�

Important steps 

have been taken 

already. 

What is on the 

agenda now?

3ULYDWL]DWLRQ�RI�VWDWH�EDQNV as soon as their restructuring is 
completed and whenever market conditions are favorable. 

Transfer of UHJXODWLRQ�DQG�VXSHUYLVLRQ�RI�QRQ�EDQN�ILQDQFLDO�
LQVWLWXWLRQV from the Treasury to the BRSA.

Preparation of D�QHZ�/DZ�RQ�&UHGLW�,QVWLWXWLRQV including review 
of the Banking Act and to bring the legal framework more closely in 
line with the EU standards.

0RGHUQ�FUHGLW�ULVN�PDQDJHPHQW methods to be applied.

Banking sector-real sector relationship should not be limited to credit 

lending only, but should involve active risk management as well.

Financial structure of firms will be healthier. 

Firms having modern management techniques and preparing more 
transparent financial accounts will contribute to this process.

For Sustainable Growth
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2. Tax Reform-
Formalizing 

Unregistered 
Economy

The tax system is not working effectively;

both direct and indirect effective tax rates* are quite low. 

7KHUHIRUH��WKH�WD[�UHIRUP LV�JLYHQ�SULRULW\��
,Q�������QHZ�PHDVXUHV�ZLOO�EH�SXW�LQWR�HIIHFW��

E More effective tax controls

E Restructuring of the Revenues Administration

E Simplification of tax legislation 

E Broadening the tax base

E Formalizing unregistered economy 

E Simultaneous implementation of public and private sector reforms

For Sustainable Growth

3. Good 
Governance

Having progress in governance indicators is the key issue to 

increase investment via improving the investment environment.

Major steps have been taken so far. 
But further and comprehensive steps are also needed.

The tax burden on the registered economy is quite heavy.

FG H HIJ K LM I N LO IJ K PQR SQ K IT =  The ratio of total tax and nontax revenue net of domestic taxes on goods and services divided by the sum of compensation to employees and total operating surplus. G H HIJ K LM I UV W LO IJ K PQR SQ K IT =  The rate of all domestic taxes on goods and services divided by private consumption.



21�7+(�&21'8&7�2)�
021(7$5<�32/,&<



20

Short-term Interest Rates
From LPSOLFLW�to IRUPDO�LQIODWLRQ�WDUJHWLQJ

Basic policy tool: Short-term interest rates

How are decisions made? Based on inflation outlook only

All that matters is inflation target vs. inflation estimate

Which factors are observed while 

forecasting future inflation?

&RPSUHKHQVLYH�LQIRUPDWLRQ�VHW�

X Aggregate supply and demand; fiscal policy indicators, 
monetary and credit aggregates 

X Inflation expectation surveys and CBT’s internal 
inflation forecasts

X Wages, employment and unit labor costs, productivity

X Pricing behaviour of public and private sectors

X Exchange rates and balance of payments

X External economic developments 

,Q�WKLV�IUDPHZRUN��FRQVLVWHQW�ZLWK�WKH�LQIODWLRQ�WDUJHW�DQG�IRUHFDVWV��
WKH�&%7�PD\�UHGXFH��UDLVH�RU�OHDYH�WKH�LQWHUHVW�UDWHV�XQFKDQJHG�
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,�± ,QWHUYHQLQJ�
DJDLQVW�([FHVVLYH�

9RODWLOLW\

9 To prevent H[FHVVLYH�YRODWLOLW\ on either side

9 Depending on the DVVHVVPHQW�RI the volatility 

9 $QQRXQFHPHQWV and ZDUQLQJV

9 Through VWHULOL]LQJ�H[FHVV�IRUHLJQ�H[FKDQJH�
VXSSO\ that is led by capital inflows and portfolio 
switch towards TL

9 Aim is not affecting the level of the exchange rate; 
mechanism consistent with the floating exchange rate 
regime

9 Using WUDQVSDUHQW methods: ,PSURYHPHQW in 
methods

,,�± )RUHLJQ�
([FKDQJH�3XUFKDVHV�
ZLWK�WKH�3XUSRVH�RI�
5HVHUYH�%XLOG�8S

Floating Exchange Rate Regime
The CBT’s Exchange Rate Policy
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Floating Exchange Rate Regime

7KH�YRODWLOLW\�LQ�WKH�H[FKDQJH�UDWHV�DUH�JUDGXDOO\�GHFUHDVLQJ�

- The adjustment process to the floating exchange rate regime; 

- The decisive and transparent implementation of monetary and exchange rate

policy.

([FKDQJH�UDWH�YRODWLOLW\�LV�QRW�DQ�XQFHUWDLQW\��EXW�D�ULVN��

VR�LW�FDQ�EH�DYRLGHG�DQG�PDQDJHG��
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9 Important steps have already been taken:

- Turkish Derivatives Exchange (Turkdex) was granted 

permission in March 2004.

- The banking sector now provides derivatives 

instruments. 

9 In this framework, the CBT supports the 

development of these markets. 

Worldwide*

65 %

Derivatives Market

Turkey
24 %

,Q�RUGHU�WR�KHGJH�H[FKDQJH�
UDWH�ULVN��LW�LV�FUXFLDO�WR�

LPSURYH�GHULYDWLYHV�PDUNHWV�
9 In Turkey, the volume of foreign 

exchange derivatives transactions has 

increased significantly compared to 

past, but it is still lower than that of 

the world levels. 

%

Source: CBT, BIS
*  Daily averages in April 2004
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The Central Bank - Financial Stability
:LWKLQ�WKH�IUDPHZRUN�RI�SULFH�VWDELOLW\��WKH�&%7�VDIHJXDUGV�

ILQDQFLDO�VWDELOLW\��DV�ZHOO���
9 When deemed necessary, measures towards securing financial stability are 

immediately taken, as during the Iraqi War.

In the foreign exchange market;
9 Deposit interest rates are lowered,

9 FX banknote holdings are increased to meet possible demand for foreign exchange banknotes,

9 Excessive volatility in FX market in either way, as a result of declining market liquidity or speculative 
movements damaging stability, is met with intervention.  

:KHQ�ILQDQFLDO�VWDELOLW\�LV�DW�ULVN�
In the Turkish lira money market; 

9 “Late Liquidity Window” interest rates are lowered,

9 Banks are provided with the necessary liquidity without any limit,

9 O/N funding at the Istanbul Stock Exchange Repurchase /  Reverse Repurchase Market.

In relation to the Payments Systems; 
9 All markets at the CBT, as well as the EFT and EST systems are left open until operations are completed. 
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�� 5HIRUP�IDWLJXH

�� ([WHUQDO�VKRFNV

�� 0DQDJLQJ�H[SHFWDWLRQV

�� 3XEOLF�SULFH�DGMXVWPHQWV�QRW�LQ�OLQH�ZLWK�WDUJHWHG�LQIODWLRQ

�� $JULFXOWXUDO�DQG�HQHUJ\�SULFHV

Risks, Problems and Challenges

�� 6WHDG\�UHFRYHU\�LQ�GRPHVWLF�GHPDQG��HVSHFLDOO\�FRQVXPSWLRQ�FORVHO\�
PRQLWRUHG
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Growth – Current Account Deficit

9 Economic JURZWK is DERYH
the program IRUHFDVW of 5 %.

9 This has naturally raised the 

current account deficit from the 

level determined within the 

economic program. 
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&XUUHQW�$FFRXQW�
'HILFLW�*'3�HVWLPDWHV�

2005 -3.7 %

2006 -3.4 %

2007 -3.0 %
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In the past, current account deficits led to crises:

:+$7�,6�',))(5(17�12:"

Growth – Current Account Deficit

���7/�LV�QRW�NHSW�RYHUYDOXHG�
- Does the CBT sell foreign exchange?

- Foreign exchange reserves are at high levels.

���6WURQJHU�EDQNLQJ�V\VWHP�
- The system has less open positions. 

���,W�VKRXOG�EH�NHSW�LQ�PLQG�WKDW�WKH�H[FKDQJH�UDWH�ULVN�LV�DW�WKH�PDUNHW�
- Short-term capital inflows are not encouraged.

���7LJKW�PRQHWDU\�DQG�ILVFDO�SROLFLHV�DUH�EHLQJ�LPSOHPHQWHG�

���/RZ�LQIODWLRQ�
- I t is the first time for twenty years that a program is being completed. A new program will be launched. The 

inflation target becomes a reliable anchor for the future, as economic units are able to see longer term and confidence in 
policies increases.

���)ORDWLQJ�H[FKDQJH�UDWH��
- 51 of the 52 balance of payments crisis in 19 countries in the 1980-2001 period were under managed exchange rate 

regimes* . Floating exchange rate regime has a shock-absorbing characteristic. 

* Sources: Kaminsky G. and C. Reinhart (1999), “The Twin Crises: The Causes of Banking and Balance of Payments Problems”, The American Economic Review, Vol.89(3), pg.473-500. 
IMF Annual Report on Exchange Arrangements and Exchange Restrictions, 1980-2002.
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ECONOMIC OUTLOOK

&(175$/�%$1.�2)�7+(�5(38%/,&�2)�785.(<�
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