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Monetary Policy Workshop: Real Sector Financing, Labor Markets and Inflation 
Dynamics in Emerging Economies

The Istanbul School of Central Banking (İMB) continued to add to its good track record of success with events during 
the first half of 2016.  It hosted 20 visiting scholars and research seminar guests from renowned institutions, and eight 
well-structured technical cooperation programs. The İMB also successfully organized three seminar programs and three 
workshops.

The İMB had its third “Monetary Policy Workshop” on May 
26-29, in Izmir. The workshop lasted three days and each 
day was organized around a selected topic. Around 40 
participants from central banks contributed to the program, 
which began with opening remarks by the Central Bank 
of Republic of Turkey (CBRT) Deputy Governor Mehmet 
Yörükoğlu. Presentations during the morning sessions 
discussed the topics from a broader perspective while 
different central banks shared their country experiences in 
the afternoons. 

Central bank policies on financing the real sector vary 
significantly across countries

The topic of the first day was real sector financing and 
central bank policies. The morning session of the day was 
delivered by Iftekhar Hasan from Fordham University. 
His talk was based on empirical regularities observed in 
developing countries. As is well known, the real sector’s 
access to finance affects economic growth.  Firms in 
developing countries generally have access to finance 
through banks. His presentation continued with the 
remark that small and medium enterprises (SMEs) are an 

important factor of growth and employment dynamics 
in developing countries. These firms rely even more on 
external financing. Empirical studies presented also show 
that most of the SME financing happens through small-
sized banks or community banks. Hence, bank size matters 
for the distribution of available funds.  

Representatives from Bangladesh Bank, Bank Indonesia 
and the central banks of Jordan and Kenya presented 
their practices in the afternoon. Sessions had lively and 
frank discussions.  Participants from various countries 
confirmed that access to finance is crucial, and in many 
cases a challenge, for economic growth. Even though some 
developing countries have a relatively well-developed 
financial sector, in almost all these countries SMEs have 
limited access to external financing. 

Discussions also revealed that experiences of central banks 
regarding the real sector financing vary substantially. Some 
participants argued that their mandate does not allow 
any action other than direct monetary policy tools, which 
influence SME financing indirectly.  Meanwhile, some of the 
other central banks intervened to promote economic growth 
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while the country was in crisis.  There were also central 
banks that work in coordination with other institutions 
to take other measures. Some of the participating 
central banks implemented macroprudential measures 
to increase bank intermediation in addition to 
encouraging banks to lend to SMEs. Furthermore, a 
few of the countries where SMEs are a very significant 
fraction of the overall employment, central banks 
have units that specialize in SME financing.  All in all, 
discussions pointed out that the role of central bank 
policies in promoting real sector financing depends on 
the economic structure of the country as well as the 
mandate of the central bank. 

need to compensate the decline in the family income 
(added worker effect). The presentation highlighted 
that even though labor market responses to crises are 
qualitatively similar across countries, how bad the labor 
market feels the impact and how it recovers depend on 
the composition of the labor force and the institutions 
(regulations) in the economy. 

The morning session concluded with the challenges 
the labor market poses to both researchers and policy 
makers. To researchers, the challenge is to model the 
fluctuations in the labor market and to incorporate 
trends and changes in cycles. Such models are needed 
to understand the workings of the labor markets. 
To policy makers, the difficulty is to implement 
monetary policy with real time diagnostics and 
with a changing structure of the labor market. For 
instance, technological developments in a country and 
elsewhere in the world affect the labor market of that 
country. Understanding to what extent changes in the 
labor market indicators are due to current economic 
conditions versus are a reflection of the change in such 
long run trends is essential for implementing the right 
policy measure. 

Labor market poses challenges to both researchers and 
policy makers

The second day of the Monetary Policy Workshop 
continued with labor markets and crisis. Murat Taşçı 
from the Federal Reserve Bank of Cleveland gave an 
overview of the topic. The labor market is one of the 
most important markets in the economy. As pointed 
out by the Deputy Governor Yörükoğlu in his opening 
remarks, 50 to 70 percent of the income generated in an 
economy goes to labor. It was widely accepted among 
the participants that understanding and monitoring the 
labor market is essential to central banking. 

The morning session began with the overview of 
labor market responses to the global financial crisis in 
several economies. During the crisis, many economies 
experienced a decrease in employment and an increase 
in unemployment, though at various degrees. Labor 
force participation responses, on the other hand, 
vary across countries. It can increase or decrease, 
depending on whether there are more workers exiting 
the labor force or not as they are discouraged from 
finding work (discouraged worker effect) or more 
workers are entering the labor force because they 

Central bankers from Albania, Estonia, Pakistan and 
Turkey shared their own experiences. To add to the 
challenges of policy makers, some of the participants 
drew the attention of the audience to the lack of or poor 
quality of the data in some of the developing countries. 
Data problems include short sample that prevents 
rigorous analysis, discontinuity in the data series, or 
collected data not measuring what the policy makers 
need. Discussions among participants also revolved 
around how changing demographics due to population 
movements (aging, migration, etc.) altered worker 
movements in and out of the labor force and how these 
developments would affect monetary policy. 
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Food prices are important determinants of inflation in 
many developing countries

Last but not the least discussed topic of the workshop 
was about inflation dynamics in emerging economies. 
Neslihan Kaya Ekşi and Utku Özmen from the CBRT were 
the speakers of the morning session. The last day of the 
workshop began with discussions regarding inflation 
targeting. Inflation targeting became more challenging 
after the crisis as now central banks have to take care of 
financial stability as well. In light of the global financial 
crisis, how inflation targeting should be modified to 
incorporate financial stability as a supplementary 
objective emerged as a particularly interesting subject. 

The morning session continued with an exploration 
of determinants of inflation in emerging economies. 
Although each country is unique in terms of the drivers 
of its inflation, some common patterns are not hard 
to observe. Global (food and commodity) prices and 
spillovers (through trade) were argued as the main 
reasons behind the co-movements. Structural issues 
such as population aging and political stability also 
affect inflation dynamics.affect inflation dynamics.

What is an SME? An SME (small and medium enterprise) is a non-subsidiary, independent fi rm which employs less 

than a given number of employees. This number varies across countries. The most frequent upper limit designating 

an SME is 250 employees, as in the European Union. *

What fraction of employees work in SMEs? 45 percent of total employment in developing countries comes from 

formal sector SMEs. ** 

How much do SMEs contribute to output? Formal SMEs in emerging economies contribute up to 33 percent of 

national income (GDP). **
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*  Source: https://stats.oecd.org/glossary/detail.asp?ID=3123
** Source: http://www.worldbank.org/en/topic/financialsector/brief/smes-finance

The Third Consecutive Balance of Payments and External Statistics Seminar
What is balance of payments and external statistics?

The international accounts for an economy summarize 
the economic relationship between residents of that 
economy and the rest of the world. These accounts 
comprise balance of payments (BOP), international 
investment position (IIP) and other external statistics.  
BOP statistics, which systematically summarizes 
economic transactions for a specific time period, 
consist of the goods and services accounts, the primary 
income account, the secondary income account, the 
capital account, and the financial account. IIP is a 

The last session of the workshop also had engaging 
discussions. The audience became familiar with the 
experiences of Georgia, India and Romania. As some 
of the participating countries have been in the process 
of adopting inflation targeting, countries shared their 
experiences based on practical questions. Discussions 
also emphasized the importance of food prices in 
determining inflation in developing countries. Taxes 
and exchange rate volatility were also among the 
concerning factors. 
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statistical statement that shows at a point in time the 
value of financial assets of residents that are claims on 
non-residents and the liabilities of residents to non-
residents. Other external statistics such as external 
debt, foreign direct investment, and reserve statistics 
are considered as integral parts of BOP and IIP. 

discuss the methodology for collecting and compiling 
external sector statistics in line with internationally 
accepted standards, along with the practice in Turkey. 
The seminar was composed of four parts, namely the IMF 
Guidance and Practices, the CBRT’s Practices, Country 
Practices, and Group Assignment. Following this outline, 
theoretical framework and practical issues were discussed 
via presentations from an IMF expert, the CBRT officials as 
well as country representatives. Different from the seminars 
of the previous years, a “Group Assignment” module was 
created and added to this year’s program. The goal was 
to discuss many practical issues and to promote exchange 
of ideas among participants with a special emphasis on 
the implementation of the IMF’s Balance of Payments and 
International Investment Position Manual (BPM6). 

Final words on BOP Seminar

The seminar allowed both participants and lecturers 
to discuss issues and learn different data compilation 
techniques by creating an atmosphere to ask relevant 
questions, to engage in discussions and to actively 
participate in a group assignment. Regarding the seminar 
and on-site training, the following statement made by one 
of the participants summarizes the benefits gained by this 
event.

BOP Seminar at the İMB

Turkey’s balance of payments statistics were compiled by 
the Ministry of Finance until 1975. Since then BOP, IIP and 
most of the other external statistics have been compiled 
and disseminated by the Balance of Payments Division of 
the Statistics Department at the CBRT. The long history 
of expertise of the CBRT on this field led the İMB to 
organize an international seminar with the contribution 
of the CBRT’s Balance of Payments Division and the 
IMF’s Statistics Department. This year marked the third 
consecutive year that the İMB offers the BOP and External 
Statistics seminar. In addition, this year the CBRT started 
an on-site training program that took place at the Head 
Office in Ankara after the seminar.

The İMB complements some of its training seminars 
with on-site training:

This year, for the first time, two participants from the 

BOP seminar spent one week at the Balance of Payments 

Division in Ankara for the on-site training program. The 

İMB plans to continue with the on-site training right after 

the BOP seminar and possibly some of the other training 

events (including financial accounts training) next year.  

Topics included in BOP Seminar

The seminar covered the underlying concepts of the 
BOP and other external statistics such as international 
investment position statistics, external debt statistics, 
foreign direct investment statistics, and international 
reserves statistics. The main goal of the seminar was to 

Statement from a participant of BOP seminar and on-
site training:

“This training was very different from those that I have 
previously attended, but it was very useful. Through this 
training we had the chance to see the practical side of 
compiling BOP and other related external sector statistics 
in Turkey, as well as we had the chance to share the 
experiences between countries in this regard. My last week 
experience will be very useful for our country in terms of 
preparing the external sector statistics. I have learned a 
lot from your experience and the professionalism of your 
team. I really commend you and your staff for the work 
you do. ...”
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Sectoral Financial Accounts Workshop - A joint event with the Central Bank of 
Montenegro

Forgiveness can be good for all

One of our seminar guests was Dimitrios Tsomocos from 
the University of Oxford. He gave a talk about his paper, 
entitled “Debt, Recovery Rates and the Greek Dilemma” 
(joint work with Charles Goodhart and Udara Peiris). As 
the title suggests, the paper focused on the Greek debt 
restructuring. 

The paper is motivated by the fact that when a country 
defaults on its debt (cannot pay the total amount, 
and the debt is restructured), discussion centers 
on its implications and the tradeoffs for the debtor. 
Restructuring is generally seen as a transfer of funds 
from creditors to debtors and hence its effect on 
creditors is assumed to be negative. Tsomocos argued 
that there could be more to this story. When additional 
funds are released to the debtor via debt forgiveness, 
it is possible that both debtors and creditors can 
benefit from this arrangement. If the additional funds 
are used by the debtor country efficiently (i.e., for 
investment, not for consumption), future production 
of the debtor country will be higher, allowing it to pay 
more debt back. 

Using a two country model, the authors showed 
that when the debtor country defaults, greater debt 

The İMB organized a joint workshop entitled “Sectoral 
Financial Accounts Workshop” with the Central Bank 
of Montenegro on June 1-3, in Montenegro. This event 
is unique as it is the first İMB activity that was held 
abroad. The workshop took place in the town of Bar 
and gathered experts who are responsible for compiling 
financial accounts in the Central, East and South Eastern 

European countries. During his opening speech, the 
Governor of the Central Bank of Montenegro, Milojica 
Dakić, highlighted the importance of having high-
quality and reliable statistics for good governance and 
decision-making. The Governor also emphasized the 
significance of financial accounts statistics in terms of 
information sharing both between sectors within an 
economy and among economies in the world. 

Speakers from the Statistics Department of the CBRT, 
Bank of Portugal, European Central Bank and the 
Bank for International Settlements discussed the 
fundamental methodologies of financial accounts, 
linkages, compilation methods, practical issues and 
future developments from national and international 
perspectives. During the workshop, participants from 
Kosovo, Croatia, Italy, Lithuania and Serbia presented 
their country experiences regarding data sources, 
compilation practices and dissemination of financial 
account statistics.

forgiveness reduces consumption volatility in both 
debtor and the creditor countries. To reach this outcome, 
the debtor country needs prospects for profitable future 
investment and willingness to invest.
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Deleveraging: One person’s debt is another’s asset

 Snapshot: Global Inflation 

Figure: Tracing Inflation over Time Figure: Inflation Rate across Countries

Inflation is a timeless topic for a central bank. The left 
figure below sheds light on how countries’ inflation 
experiences changed over time. Since the 1980s, the 
share of countries that experience high inflation (>10%) 
have been decreasing. This decline is accompanied with 
an increasing share of countries that have experienced 
low inflation (<2%) or deflation over the last couple 

of years. The right figure shows how inflation levels in 
developed and developing countries have moved over 
the last decade. It suggests that even though the inflation 
rates in these two country groups move together, there 
is a persistent gap between them. Inflation is higher in 
developing countries. 

The İMB hosted Pierpaolo Benigno of LUISS (Libera 
Università Internazionale degli Studi Sociali Guido Carli) 
as a visiting scholar. During his stay, Pierpaolo Benigno 
gave a seminar on “Dynamic Debt Deleveraging and 
Optimal Monetary Policy” (joint work with Gauti B. 
Eggertsson and Federica Romei). 

The global financial crisis provided policy makers and 
researchers with a rich set of questions. The paper 
argued that one of the widely discussed issues was the 
zero lower bound faced by several central banks (i.e., 
monetary policy could not respond to the crisis with the 
interest rate as it was already very low). Even though 
most of the attention was given to policy making with 
a zero lower bound, how countries ended up there 
remained a curious case. One prevailing narrative 
argued in this work identifies deleveraging as the cause. 

The mechanism presented relies on the presumption 
that one person’s debt is another’s asset. As debtors 
deleverage, interest rates need to fall to make creditors 
save less. If all debtors deleverage fast, ending up 

with negative real interest rates is a likely scenario. In 
return, the authors argue that a negative interest rate 
can make the zero lower bound bind.  What is more, the 
path and the speed of deleveraging is influenced by the 
policy. Hence, the authors find that an economy with 
monetary policy that allows a higher inflation rate than 
the target can experience shorter durations of negative 
real interest rates. 
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2016 Catalog Events

The İMB organizes activities in four main categories: seminars, workshops, 
customized and bilateral programs, and visiting programs. The İMB will organize 

nine seminars and four workshops in 2016.

Human Resources Management at Central Banks March 23 - 25

15th Regional Payment Systems Workshop May 17 - 20

Monetary Policy Workshop May 26 - 29

Sectoral Financial Accounts Workshop June 1 - 3

WORKSHOPS DATES

Internal Audit Practices at Central Banks April 6 - 8

Balance of Payments and External Statistics April 26 - 29

Financial Stability, Financial Crises and Monetary Policy May 2 - 6

Payment Systems and Instruments September 5 - 8

Prudential Supervision of the Banking Sector and Macroprudential Regulations September 19 - 23

Financial Markets and Instruments October 10 - 12

Survey Design and Implementation October 31 - November 2

Short-term Forecasting at Central Banks November 7 - 11

Introduction to Monetary Policy Modelling December 5 - 9

SEMINARS DATES

Note: Upcoming events are written in bold.
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