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Fig. 1. Secondary market 3-month treasury bill rate (%)

and news events related to large rate changes
(Closing rates on the Istanbul stock exchange,

 May 16, 2001 - December 31, 2002)
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Table 1        
Selected macroeconomic indicators (%)           
  Expected wpi Expected cpi Wholesale price Consumer price   
  GNP growth ratea inflationb inflationc inflationa inflationa Public debt stock / GNP Interest rated 

2001.01  28.0 n.a. 28.3 35.9  64.9 
02  36.0 n.a. 26.5 33.4  124.1 
03 -1.0 55.0 n.a. 35.1 37.5 71.7 193.7 
04  60.0 n.a. 50.9 48.3  130.4 
05  63.6 n.a. 57.7 52.4  82.0 
06 -9.8 63.3 n.a. 61.8 56.1 98.3 88.4 
07  65.0 n.a. 65.4 56.3  95.0 
08  66.4 63.7 69.6 57.5  92.6 
09 -7.5 69.8 64.8 74.7 61.8 105.8 87.6 
10  73.7 68.4 81.4 66.5  85.8 
11  75.6 72.0 84.5 67.3  76.2 
12 -10.3 72.7 69.8 88.6 68.5 100.8 74.1 

2002.01  58.1 47.3 92.0 73.2  71.4 
02  56.3 47.5 91.8 73.1  69.9 
03 2.1 52.6 43.6 77.5 65.1 92.2 68.4 
04  47.7 37.0 58.0 52.7  58.7 
05  47.1 36.7 49.3 46.2  55.3 
06 8.9 45.4 35.2 46.8 42.6 94.8 72.2 
07  44.4 35.7 45.9 41.3  72.5 
08  43.9 35.0 43.9 40.2  64.2 
09 7.9 42.0 34.3 40.9 37.0 92.5 62.2 
10  39.4 33.3 36.1 33.4  64.4 
11  37.1 32.0 32.8 31.8  52.9 
12 11.4 35.0 31.0 30.8 29.7 88.8 49.8 

Source: Central Bank, SIS, Treasury.           
a Annual rate of changes.       
b Business Survey of the Central Bank, expected year-end wholesale price inflation.    
c Expectations Survey of the Central Bank, expected year-end consumer price inflation, second observation of each month.  
d Average compounded interest rates realized in Treasury auctions, weighted by net sales .    
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Table 2     

Multiple equilibria and credibility cost of repudiationa       
     Credibility cost of repudiation (c)  
  0.03 0.04 0.05 0.06 

Minumum level of shock that is      

 necessary  to trigger repudiation (u*1) 0.026 0.191 0.322 0.436 

Expected repudiation ratio (he
1) 0.729 0.630 0.490 0.254 

     

Minumum level of shock that is      

 necessary  to trigger repudiation (u*2) -0.414 -0.453 -0.474 -0.487 

Expected repudiation ratio (he
2) 0.874 0.888 0.897 0.903 

a Credibility cost (c), level of shock (u*), upper limit of shock (k), and real debt stock (b) can all be thought as 
percentage of GDP. Parameter values chosen are as follows:    
Repudiation costs except credibility costs as a percentage of total amount of debt repudiated: b=0.2. 
Relative importance attached to taxation in the loss function: a=0.4.   
Risk free real interest rate factor: R*=1.03; k=0.5; b=0.1.    
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Table 3       
Large percentage daily changes of the 3-month treasury bill rate on the Istanbul Stock Exchange and news eventsa: 
closing rates, May 16, 2001 - December 31, 2002         
                 Type of the news event   
 Percentage change of the     Economic 

Time of announcement treasury bill rate Political IMF Rating EU policy 
Bad news       

05.31.2001 11.2 + - - - - 
06.06.2001 7.0 + - - - - 
06.19.2001 17.8 + - - - - 
06.21.2001 6.8 + - - - - 
07.12.2001 14.4 + - + - - 
07.16.2001 7.4 - - - - + 
08.15.2001 14.1 - - - - - 
09.13.2001 8.3 + - - - - 
05.13.2002 10.1 + - - - - 
06.17.2002 8.6 - - - + - 
07.10.2002 19.1 + - + - - 

Good news       
06.01.2001 -13.4 + - - - - 
06.14.2001 -6.3 + - - - - 
06.20.2001 -8.5 + - - - - 
07.13.2001 -8.8 - + - - - 
07.18.2001 -6.9 + - - - - 
10.15.2001 -6.6 - - - - - 
12.05.2001 -6.6 - - - - - 
11.05.2002 -6.6 + - - - - 

       
Summary statistics of the percentage daily changes of the 3-month treasury bill rate    
  Mean -0.09      
  Maximum 19.1      
  Minumum -13.4      
  Standard deviation 2.99           
a Percentage changes that are greater than the mean plus two standard deviation and less than the mean minus two 
    standard deviation are reported. '+' denotes occurance of a news event. Information regarding the news events is provided in Appendix A1. 
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Table 4   

Effects of news listed in Table 3 on the daily percentage change of the 3-month treasury bill ratea:  
May 16, 2001 - 31 December, 2002     

  I II 

      Coefficient values and t-statistics   

        Constant -0.249 (2.3**) -0.228 (2.0**) 

        Good political news  -8.106 (8.4***)  -8.126 (7.9***) 

        Bad political news  10.470 (11.8***)   12.078 (14.7***) 

        Good news from the IMF -8.512 (3.9***)  

        Bad rating news 6.515 (3.7***)  

        Bad EU news 8.866 (4.1***)  

        Macroeconomic policy news 7.651 (3.5***)  

   

      Diagnostics   

       Adjusted  R2 0.48 0.41 

       SE 2.16 2.30 

       AR1 0.68 0.32 

       AR5 0.59 0.71 

       ARCH1 0.80 0.50 

       ARCH5 0.97 0.98 

       SC 4.46 4.54 
a For the first panel, numbers in parantheses denote t-statistics, whereas the rest of the numbers are the estimated values for the 
coefficients of Eq. (13). Reported numbers in the second panel denote the probability values of the related diagnostic tests. 
SE is the standard error of regression. ARx is the Langrange multiplier test for the x-th order autocorrelation.  
ARCHx is the conditional heteroscedasticity test for order x. SC is the Schwartz citerion. As explained in the text all of the news dummy 
variables take the value of 1 when there is a news release, 0 otherwise. ***, **, and * indicate statistical significance of 1, 5, 10 percent respectively. 
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Table 5    
Effects of news releases and unexpected macroeconomic announcements on the daily percentage change 
of the 3-month treasury bill ratea: May 16, 2001 - December 31, 2002  
  I II IIIb 
Coefficient values and t-statistics    
    Constant -0.197 (1.4) -0.246 (1.8*) -0.239 (1.7*) 
    Good political news    -2.590 (5.1***)   -2.675 (5.3***)  
    Bad political news     4.632 (8.6***)    4.641 (8.6***)  
    Good news from the IMF    -4.292 (3.3***)    -5.001 (4.0***)  
    Bad news from the IMF  3.392 (1.9*)   3.440 (2.0**)  
    Good news from the rating agencies -0.316 (0.3) -0.267 (0.3)  
    Bad news from the rating agencies     5.204 (4.5***)     5.248 (4.6***)  
    Good news from the EU -0.538 (0.7) -0.511 (0.6)  
    Bad news from the EU     2.200 (2.6***)     2.247 (2.7***)  
    Aggregated good news   -2.418 (5.9***) 
    Aggregated bad news    4.407 (9.9***) 
  Unexpected macroeconomic announcements    
    Inflation rate -0.020 (0.9)   
    Base money -0.255 (1.2)   
    Primary budget surplus  0.188 (0.3)   
    Central bank policy rate change   0.190 (1.7*)   
    
Diagnostics    
       Adjusted  R2 0.32 0.32 0.28 
       SE 2.46 2.47 2.53 
       AR1 0.08 0.10 0.72 
       AR5 0.08 0.10 0.35 
       ARCH1 0.14 0.17 0.45 
       ARCH5 0.67 0.68 0.95 
       SC 4.80 4.75 4.75 
a Estimation results of Eq. (14). See footnote of Table 4.    
b The first lag of the dependent variable is also included.     
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Table A1    
Origins of market turbulencea    
Announcements of type Time of announcement Rp Announcement 
A. Political (good)     

 A.A. Disagreement in the coalition and follow-up resignations   
  May 31, 2001; 19:41 -13.4 Privatization minister Yalova resigns. 
  July 17, 2001; 20:01 -6.9 Nationalist minister Öksüz resigns. 
 A.B. Chaos in parliament and election risk    
  June 20, 2001; 09:59 -8.5 Turk opposition Virtue Party asks court to delay ruling.  

 A.C. Signals of additional financial support from the US and the IMF   
  September 4, 2001; 11:22 -2.1 A way will be found to make Turkey a more affluent country-US Ambassador Pearson. 

  September 5, 2001; 11:22 -2.6 Housing Minister Koray Aydın resigns. 
  October 9, 2001; 18:59 -2.5 US requests Turkey's military help.  
  October 10, 2001; 18:34 -2.7 The Turkish parliament approves the government order on sending forces overseas. 
  October 31, 2001; 09:05 -2.9 US Treasury-Turkey financing needs under study. 
  November  14, 2001; 10:49 -0.4 Economy minister Dervi� expects foreign loan news. 

 A.D. Elimination of election uncertainty: early election is on the horizon   
  July 18, 2002; 16:49 -0.8 Parliament to convene July 22. 

  July  29, 2002; 11:16 -2.2 Minister Vural says will set the election date. 
   July 31, 2002; 19:18 -2.8 Parliament approves elections on November 3. 

   August 23, 2002; 12:06 -1.2 Dervi� enters new political home, markets hope. 
  September 26, 2002; 12:52 -0.5 Erdo�an backs EU ambition. 

  October 1, 2002; 16:09 -2.1 Turk parliament calls recess, no poll delay. 
 A.E. November polls and one party government is in force   

  November 4, 2002; 12:36 -4.1 Turk AKP says will pass IMF review before revisions. 
  November 4, 2002; 14:54 -6.6 Europe cautiously upbeat on Turkey, looks to action.  
  November 5, 2002; 08:47  US congratulates Turkish party on victory. 

 A.F. Afghanistan and Iraqi war related US support   
  December 19, 2001; 14:01 -1.9 Foreign minister Cem states political concensus on sending troops to Afghanistan.  
  February 27, 2002; 15:40 -0.4 We will request for postponement of military credits-Larson. 

  December 4, 2002; 09:40 -2.3 US plans to upgrade Turkish bases for any Iraq war. 
  December 26, 2002; 08:00 -1.6 Treasury official Taylor off to Turkey to talk about economic crisis.  

 A.G. Structural reform agenda and the IMF   
  May 22, 2001; 15:43 -0.8 Turkey reaches deal on public sector wages. 
   June 14, 2001; 13:52 -6.4 Parliament commission eliminates budget funds. 
  September 7, 2001; 11:20 -2.6 Parliament to convene Sept 17 to consider the package of 37 reforms. 
  September 25, 2001; 11:20 -2.3 Parliament votes to change several articles of the constitution. 
  September 25, 2001; 19:28 -1.4 Parliament votes to change several articles of the constitution. 

  January 18, 2002; 18:45 -0.7 Turkey's President Ahmet Necdet Sezer ratifies three of economic reform laws.  
    March 29, 2002; 09:36 -1.4 Parliament approves belated law limiting Treasury exposure to the debts of other public institutions. 
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Table A1 (continued)    
Origins of market turbulencea    
Announcements of type Time of announcement Rp Announcement 
B. Political (bad)    
 B.A. Disagreement within the coalition government   
   May 28, 2001; 17:07 2.2 Economy minister Dervi� against hand outs financial support to farmers. 
   May 31, 2001; 12:07 11.2 Minister Yalova says can't rush tobacco law. 
  June 6, 2001; 11:08 7.0 Tantan says quits cabinet, party.  
  June  27, 2001; 10:12 3.2 Dervi� says Turk Telekom board finalized. Öksüz disagreed over the appointments. 
   July 12, 2001; 08:00 14.9 MHP proposes to PM Ecevit to sack Economy Minister Dervi�. 
 B.B. Chaos in parliament and election risk    
  June 19, 2001; 09:35 17.8 Turk opposition Virtue Party ban verdict may come Thursday-judge. 
  June 20, 2001; 17:13 6.8 Turkish court rejects Islamic party demand to delay closure case.  
 B.C. Chaos on September 11    
  September 12, 2001; 16:52 8.3 PM Ecevit calls a crisis meeting of generals, diplomats and national security officials 
  September 13, 2001; 14:24 1.2 US and British aircraft attacking southern Iraq.  
   September 17, 2001; 10:13 2.0 No request for additional IMF loan, but attempt for postponing repayment-Dervi�. 
 B.D. Hospitalization of PM Ecevit and increasing uncertainty about elections  
  May 10, 2002; 11:29 0.3 Dervi� says election date would ease fears.  
  May 13, 2002; 10:15 10.2 Turkish PM says to rest at home few more days. 
   May 17, 2002; 11:00 0.1 PM Ecevit was admitted to hospital for the second time in a fortnight. 
  May 30, 2002; 12:04 1.3 PM Ecevit will miss a key meeting of the National Security Council. 
  June 7, 2002; 14:57 0.2 After leaders' summit to tackle divisive EU reforms Bahçeli declares his party won't support  
  June 11, 2002; 14:57 4.9 Turkish deputy PM renews warning of govt collapse.  
  July 8, 2002; 09:05b 19.1 Deputy PM Bahçeli calls for early elections. 
  July 8, 2002; 17:55b  Deputy PM Özkan resigns from government, Ecevit party. 
  July 10, 2002; 12:04b  Nationalists want parliament recalled Sept 1. 
  July 11, 2002; 14:01 3.5 Foreign minister Cem resigns in blow to PM. 
 B.E. Attempts to delay November polls    
  September 10, 2002; 12:12 0.6 Deputy PM signals could pull out of government. 
  September 11, 2002; 11:05 0.9 PM says Yılmaz trying to delay elections. 
  October 11, 2002; 10:49 2.2 Turkish MPs renew bid to block November election. 
 B.F. Dispute between the President and  AKP   
  October 30, 2002; 08:50 2.6 President Sezer states will the final say appointing the prime minister.  
  November 19, 2002; 08:18 1.5 President asked for changes to the cabinet list. 
    December 19, 2002; 19:52 0.5 Turk president vetoes constitutional changes paving the way for Erdo�an to become prime minister. 
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Table A1 (continued)    
Origins of market turbulencea    
Announcements of type Time of announcement Rp Announcement 
C. IMF (good)    
   May 16, 2001; 08:17 -5.8 Turkey secures new IMF rescue package. 
   May 17, 2001; 10:19 -4.1 The IMF said Tuesday's approval will make up to $3.8 billion immediately available.  
   July 11, 2001; 08:23 -2.4 IMF to meet Thurs on Turkey credit - Koehler. 
  July 13, 2001; 08:23 -8.8 IMF and World Bank approved Turkey credits. 
D. IMF (bad)    
  July 2, 2001; 20:15 2.7 IMF delays review of Turkey loan.  
  July 3, 2001; 09:23  IMF needs to review new appointments to the executive board of Turk Telecom. 
  December 20, 2002; 17:09 3.7 IMF sees Turkey review completed after Jan visit.  
E. Credit ratings (good)    
  November 30, 2001; 22:38 0.9 S&P - Turkey's economic outlook upgraded from negative to stable. 
  January 14, 2002; 08:00 -0.5 Moody's revises outlook on Turkey's country ratings to stable from negative. 
  January 29, 2002; 17:55 -1.6 S&P - Republic Of Turkey Outlook Revised To Positive From Stable. 
  February 5, 2002; 08:00 0.4 Fitch upgrades Turkey's local currency rating to 'b' from 'b-'. 
  March 4, 2002; 08:00 -2.6 Japanese Credit Rating Firm JCR Raises Turkey Outlook. 
  November 7, 2002; 08:00 2.0 S&P revises outlook on Turkey from negative to stable. 
F. Credit ratings (bad)    
  July 11, 2001; 16:52 14.4 S&P revises Turkey outlook to negative from stable. 
  August 2, 2001; 17:27 0.8 Fitch - Turkey ratings cut to 'B' - outlook negative. 
  June 26, 2002; 14:00 1.3 S&P cuts Turkey outlook to stable, affirms ratings. 
  July 9, 2002; 17:39 19.1 S&P revises Turkey outlook to negative on politics. 
   July 10, 2002; 13:25  Moody's cuts Turkey's outlook to negative. 
  July 12, 2002; 08:00 3.5 JCR revises outlook on Turkey from stable to negative. 
G. EU (good)    
   September 4, 2001; 15:59 -2.6 Turkish govt okays debate on constitution change. 
  September 7, 2001; 11:20 -2.6 Parliament to convene Sept 17 to consider the package of 37 reforms. 
  September 17, 2001; 17:25 -3.9 Turk rightists support EU package.  
  September 26, 2001; 12:45 -1.4 Turkey acts to improve human rights record. 
  March 27, 2002; 10:37 -1.8 Turkish parliament reforms civil liberty laws. 
  August 1, 2002; 11:01 -2.8 EU reforms to go before Turkish parliament. 
  August 2, 2002; 11:14 -1.1 Turkey moves closer to ending death penalty. 
  November 28, 2002; 16:53 -1.3 EU inching towards conditional date for Turkey. 
  December 3, 2002; 14:41 -2.3 Turkey speeds rights laws, U.S. backs Ankara on EU. 
    December 27, 2002; 17:50 -1.2 Turkish court rejects challenge to EU reforms. 
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Table A1 (continued)    
Origins of market turbulencea    
Announcements of type Time of announcement Rp Announcement 
H. EU (bad)    
   June 25, 2001; 14:19 2.1 Europe "concerned" over Turk Islamist ban-minister. 
   June 26, 2001; 20:03 3.2 Turkish parliament delays EU reforms to September. 
   June 14, 2002; 16:48 8.6 DYP opposes moves to lift the death penalty. 
  August 8, 2002; 19:34 0.8 Turkish president ratifies EU reform package. 
  October 7, 2002; 16:59 1.3 EU says Turkey not ready to open accession talks. 
  October 24, 2002; 12:40 0.6 EU says no talks date likely for Turkey in December. 
  November 8, 2002; 13:28 1.4 Turkish EU entry would be "end of Europe"-Giscard. 
  December 13, 2002; 01:45 0.8 EU gives Turkey December 2004 review date. 
    December 18, 2002; 18:28 3.9 Turkey rejects EU decision to admit Cyprus in 2004. 
a  Announcements after 14:00 are considered as the following day's information. Rp is the daily percentage change of the 3-month treasury bill rate.    
b As there is no trade in three-month security, these news are represented by the July 10th dummy.    
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