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Table 1
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 (ηe
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 (ηe
2) 0.874 0.888 0.897 0.903

a Credibility cost (c), level of shock (u*), upper limit of shock (κ), 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: β=0.2 .
Relative importance attached to taxation in the loss function: α=0.4 .
Risk free real interest rate factor: R*=1.03; κ=0.5; b=0.1.
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Growth 
ratea

Expected 
inflationb

Consumer 
inflationa

Interest 
ratec

Public debt 
stock/GDP

Current 
account 

deficit/GDP
Budget 

deficit/GDPd 

2001.03 -1.0 n.a. 37.5 193.7 72.1 4.2 7.0

2001.06 -9.8 n.a. 56.1 88.4 98.2 1.9 9.2

2001.09 -7.5 64.8 61.8 87.6 105.1 0.1 13.4

2001.12 -10.3 69.8 68.5 74.1 99.7 -2.4 16.0

2002.03 2.3 43.6 65.1 68.4 91.1 -2.2 20.3

2002.06 8.9 35.2 42.6 72.2 95.0 -0.7 17.3

2002.09 8.0 34.3 37.0 62.2 92.2 -0.1 13.9

2002.12 11.7 31.0 29.7 49.8 87.4 0.8 14.1

2003.03 8.1 27.3 29.4 59.9 87.6 2.1 12.6

2003.06 3.9 25.4 29.8 46.0 81.7 2.9 14.4

2003.09 5.5 20.5 23.0 32.2 76.3 2.5 12.8

2003.12 6.1 19.1 18.4 27.9 78.6 3.3 11.1

2004.03 11.8 11.8 11.8 24.4 76.8 3.9 9.7

2004.06 14.4 11.5 8.9 27.5 78.2 4.4 7.6

2004.09 5.3 10.5 9.0 25.4 77.1 4.9 7.6

2004.12 6.3 10.0 9.3 23.1 73.5 5.1 7.0

2005.03d 5.9 7.6 8.7 17.0 73.7 n.a n.a
Source: Central Bank, SIS, Treasury, SPO. 
a Percentage change with respect to the same period of the previous year
b Expectations Survey of the Cntral Bank, expected year-end consumer price inflation.
c Average compounded interest rate realized in Traesury auctions, weighted by net sales.
d Real GDP estimate of the first quarter of 2005 is consistent with the 5% growth rate expectation for the whole year. 

Table 2. Selected macroeconomic indicators: 2001.03 - 2005.03 (%)
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 Table 3. Contemporaneous correlation coefficients between 
the exchange rate, and the Treasury 
May 1, 2001 - December 31, Treasury bill Eurobond Exchange 
Treasury bill 1.00 0.86 0.85 
Eurobond 0.86 1.00 0.63 
Exchange 0.85 0.63 1.00 

January 2, 2002 - December Treasury bill Eurobond Exchange 
Treasury bill 1.00 0.73 0.83 
Eurobond 0.73 1.00 0.46 
Exchange 0.83 0.46 1.00 

January 2, 2003 - December Treasury bill Eurobond Exchange 
Treasury bill 1.00 0.68 0.93 
Eurobond 0.68 1.00 0.62 
Exchange 0.93 0.62 1.00 

January 2, 2004 - December Treasury bill Eurobond Exchange 
Treasury bill 1.00 - 0.52 
Eurobond - 1.00 0.29 
Exchange 0.52 0.29 1.00 

April 1, 2004 - June 30, Treasury bill Eurobond Exchange 
Treasury bill 1.00 0.93 0.89 
Eurobond 0.93 1.00 0.92 
Exchange 0.89 0.92 1.00 
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1999 2000 2001 2002 2003 2004

FX1 liabilities / Total liabilities 87.8 94.2 83.6 72.3 68.5 66.9

Non-residents' deposits / Total liabilities 44.7 41.8 25.9 31.1 31.5 33.4

Banks' FX reserves / Total liabilities 23.1 25.4 17.2 14.5 13.3 17.8

TL liabilities / Total liabilities 12.2 5.8 16.4 27.7 31.5 33.1

Currency issued / Total liabilities 18.4 22.3 8.8 10.3 14.0 18.0

OMO2 / Total liabilities -18.5 -30.9 2.1 12.9 10.8 4.9

Memo items (million NTL)

Net domestic assets -938 2485 20475 7520 7819 9094

Net foreign assets 4818 3303 -12672 2907 7048 12042

Base Money (NDA+NFA) 3879 5788 7803 10427 14867 21136
1. FX denotes foreign currency.
2. OMO denotes net open market operations.

Table 5. Balance sheet structure of the CBT (%)


