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Foreword
Macroeconomic indicators for Turkey have improved significantly since the
second half of 2019 and this trend continued in early 2020. While inflation and
inflation expectations receded noticeably in this period, interest rates fell and
the dollarization process halted due to residents’ increased demand for Turkish
lira assets. Thanks to an effectively operating credit mechanism, loans started to
increase especially in terms of Turkish lira and the recovery in economic activity
gained strength.
Starting from March, the global growth outlook weakened significantly due to
the coronavirus outbreak that spread across the world. Developments and
uncertainties regarding the outbreak led to weaker global risk appetite and
heightened international market volatility, while advanced and emerging
economies started to implement expansionary monetary and fiscal policies to
contain the adverse effects of the pandemic and to support credit conditions.
Economic activity in Turkey started to weaken from mid-March onwards due to
the impact of the pandemic on foreign trade, tourism and domestic demand.
Meanwhile, inflation expectations, aggregate demand conditions and commodity
prices have had a positive impact on the inflation outlook. In this period, the
Central Bank of the Republic of Turkey supported financial sector liquidity and
credit conditions with its comprehensive policy steps taken in coordination with
other public authorities and aimed to contain the effects of the pandemic on
Turkish economy. These measures are expected to contribute to financial
stability and post-pandemic recovery by supporting the production potential of
the economy. The strong capital and liquidity structure of the banking sector,
along with the timely policy steps, underpins the resilience of the sector to risks.
The Central Bank of the Republic of Turkey continues to use all available
instruments effectively with a data-oriented approach to achieve price stability
and financial stability objectives.
I hope that the 30th volume of the Financial Stability Report, which includes the
recent financial stability developments and outlook as well as global and
domestic macrofinancial developments, will be of benefit to all readers.
Murat UYSAL
Governor
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Overview
Economic activity in Turkey continued its robust pace from the last quarter of 2019 until mid-March of
2020, on the back of the improvement in expectations and financial conditions. However, starting from
mid-March, the coronavirus outbreak that emerged in China at the end of 2019 and rapidly spread across
the globe in the first quarter of 2020, particularly in Turkey’s main trade partners in Europe, dampened
Turkey’s economic activity via foreign trade, tourism and domestic demand channels. The pandemic’s
impact on economic activity deepened in April. Economic activity slowed and almost came to a standstill
in certain sectors, which exerted pressure on corporate sector cash flows and increased the
precautionary liquidity demand in the economy. As in many countries, policymakers in Turkey introduced
comprehensive policy measures to contain the adverse impacts of the pandemic (Box I.1.I).
The macrofinancial outlook, which rapidly improved in the second half of 2019, turned relatively negative
in the first quarter of 2020, particularly in March, mainly due to pandemic-driven volatilities in global
financial markets and the deterioration in expectations. Meanwhile, the Macrofinancial Outlook Index
constructed using key indicators from the sections of the Financial Stability Report remained moderately
above its historical average despite a decline in the first quarter of 2020 (Chart I.1). The tightening in
global financial conditions and partial deterioration in bank financials due to the repercussions of the
pandemic were the main drivers of this decline. In this period, the persistently low level of household
indebtedness and the downtrend in FX indebtedness as well as FX open position of the corporate sector
made an upward contribution to the index. Meanwhile, the negative contribution of bank loan indicators
to the index eased due to the fall in non-performing loans (NPL) driven by the improvement in credit
supply-demand conditions and the strong course of economic activity in early 2020. However, depending
on the duration of the economic slowdown and volatilities in domestic and external markets, the
macrofinancial outlook is projected to moderately weaken in the upcoming period.
Chart I.1: Macrofinancial Outlook Index (Standardized Index and
Contributions)
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The coronavirus pandemic has significantly weakened the global growth outlook, while uncertainties over
the recovery remain high (Chart I.2). Pandemic-related developments and uncertainties have resulted in a
decline in global risk appetite, an increase in international market volatility and a tightening in global
financial conditions in this period, while emerging economies (EMEs) have witnessed significant portfolio
outflows (Chart I.3). With increased concerns over global growth outlook, central banks of advanced
economies and EMEs delivered rate cuts and adopted accommodative unconventional monetary policies
to facilitate the effective functioning of the financial system. These policy measures and the slowdown in
the spread of the outbreak in some countries have contributed to the decline in excessive volatilities in
global markets after April 2020.
Chart I.2: Global PMI (Index)

Chart I.3: Weekly Capital Flows to EMEs (13-Week
Cumulative, Billion USD)
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It is projected that the global risk appetite may tend to normalize in the period ahead provided that the
liquidity support from advanced economies continues. On the other hand, if global trade relations and
investment decisions are permanently negatively affected, the positive impact of advanced countries’
accommodative economic policies on EMEs may remain limited and the recovery of economic activity in
these countries may be slower. Moreover, the uncertainty about the duration of isolation measures
introduced to prevent the spread of the outbreak, the weakening global economic activity, and the
persistently high levels of indebtedness in both advanced and emerging economies pose risks to financial
stability.
Stronger capital and liquidity positions of the global banking system as a result of comprehensive reforms
implemented after the 2008 Global Financial Crisis, and the monitoring framework set up for non-bank
financial intermediation activities have been the main factors that contributed to the resilience of the
global financial system to the effects of the pandemic. During the period impacted by the pandemic, it is
critical to maintain a balance between ensuring an effective financial intermediation by financial
corporations through comprehensive expansionary monetary policies including unconventional methods,
supportive fiscal policies and flexibilities in the regulatory framework; and preserving the achievements
gained by the post-crisis reforms. However, it is important that countries act in cooperation and
coordination to counter the pandemic and its adverse impacts. In this context, led by the G20 and
coordinated by the Financial Stability Board (FSB), countries’ policy implementations are closely
monitored, and intensive studies are being carried out to analyze the effects of the pandemic on global
financial stability and economic activity.
In the last quarter of 2019, economic activity in Turkey gained strength on the back of domestic demand
together with improving financial conditions and the acceleration in loan growth. This strong course
continued in January and February 2020. Economic activity has weakened since mid-March due to the
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impact of the coronavirus outbreak on foreign trade, tourism and domestic demand, while inflation
expectations, aggregate demand conditions and commodity prices are supportive of the inflation outlook
(Chart I.4). The pandemic has strained Turkey’s export and tourism opportunities due to its negative
impact on global economic activity, trade networks, international transport and supply chains.
Meanwhile, the contraction in domestic demand dampens imports and, accompanied by the recent fall in
crude oil prices, supports the current account balance. The pandemic-driven uncertainties regarding the
global economy, the tightening in global financial conditions and the decline in risk appetite caused
portfolio outflows from Turkey similar to other EMEs. At the same time, risk premium and the optionsimplied exchange rate volatility increased (Chart I.5). It is expected that the improvement in global
liquidity conditions, particularly due to expansionary monetary policies implemented by advanced
economies, may suppress risk premiums during the post-pandemic normalization process. Additionally,
the monetary and fiscal measures implemented to contain the adverse effects of the pandemic-related
developments on the Turkish economy, are expected to contribute to financial stability and postpandemic recovery by supporting the production potential of the economy.
Chart I.4: Selected Leading Indicators Regarding
Economic Activity
CUR (LHA)

PMI

Chart I.5: CDS Premium and Exchange Rate Volatility (5Year Maturity, Basis Points, 1-Month Maturity)
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Loan growth rates accelerated as a result of continuing robust economic activity until mid-March 2020,
declining loan rates and supportive liquidity conditions (Chart I.6). In this period, the increase in growth
rates was higher in retail loans than corporate loans, and the expansion in loans led by state-owned banks
was later followed by private banks as well. The strong trend in consumption expenditures, the recovery
in the employment market and low interest rates increased retail loan demand significantly, with general
purpose loans in the lead. In fact, to balance the impact of these developments on growth composition,
current account balance and inflation, the Central Bank of the Republic of Turkey (CBRT) made an
amendment in its required reserves (RR) framework on 7 March 2020 aiming at channeling the loan
supply towards efficient and production-oriented sectors rather than to consumption. To this end, the
role of loans extended to selected sectors was expanded in the incentive scheme criteria.
The recovery in loans, which started with retail loans in the last quarter of 2019, continues on the back of
TL commercial loans. Despite firms’ strong loan demand induced by their higher working capital needs
and precautionary liquidity motive since mid-March 2020; the social isolation process, elevated
uncertainties and expenses that focused on bare necessities relatively lowered the household loan
demand. Owing to the set of measures introduced by the CBRT coupled with the Treasury-backed Credit
Guarantee Fund (CGF) loan packages, loan growth continued with the lead of state-owned banks,
spreading across sectors and firm sizes.
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The coronavirus pandemic has affected the outlook for economic activity through various channels, and
has also put pressure on the private sector’s access to finance since the second half of March 2020.
Weakening production activities and consumption trend, the damage incurred by global trade networks
and the supply chain, the pause in the easing in financial conditions and mounting risk perceptions posed
risks to the credit channel. However, the sound liquidity and capital structure of the banking sector in
addition to timely precautions taken by public authorities eased the private sector’s access to finance.
The CBRT’s comprehensive liquidity measures and rate cuts have contained the adverse effects of the
pandemic on financial conditions, contributing to the decline in borrowing costs. In fact, high frequency
indicators show that measures taken since March 2020 have supported the credit channel. Moreover,
with the increases in firms’ cash needs and precautionary liquidity demand, the uptrend in loan growth
has become more pronounced (Chart I.7). The current acceleration in credit growth is expected to
normalize in the upcoming period, once the cash flow cycles in the economy begin to return their regular
course.
Chart I.6: Annual Credit Growth (BLTS, %)
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The low course of TL commercial loan rates supports commercial loan growth across all firm sizes (Chart
I.8). The downtrend in TL loan rates continues in the current Report period, yet the average interest rates
inched up in March 2020 amid the deteriorated global risk appetite. According to the latest high
frequency data, the CBRT’s policy rate cuts and liquidity support, together with the Treasury-backed CGF
guarantees resulted in a decline in TL loan rates.
The corporate sector’s total financial debt to gross domestic product (GDP) ratio has been decreasing
since the second quarter of 2019, coming in at 59% as of February 2020 (Chart I.9). In this Report period,
amid an economic rebound and slower foreign currency (FX) borrowing of the corporate sector, firms’
total FX debt to GDP ratio continued to fall, converging to its level in the first quarter of 2015. The TL debt
to GDP ratio, on the other hand, edged higher in February 2020 due to rising loan demand. The CBRT’s
policy rate cuts since the third quarter of 2019, as well as loan growth-linked RR policies that aimed to
ensure an effective functioning of the credit channel and economic recovery, also contributed to the rise
in firms’ TL loans. Monetary and fiscal measures, put in place to support the pandemic-stricken economic
activity and help the credit market operate smoothly, are expected to mitigate strains on credit and cash
flows of corporate sector firms, particularly for SMEs exporting goods and services.
In the current Report period, households’ financial assets grew faster than their liabilities. Accordingly,
the household financial leverage ratio remained on the decline, falling below 37%. Turkey’s household
debt to GDP ratio is around 14%, well below the EME average. In this period, as non-essential spending
has been postponed due to social distancing and economic shutdown measures, household assets may
continue to grow at a faster pace than liabilities for some time, largely through deposit growth.
4
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Chart I.8: Average TL Funding Costs of SMEs and Large
Firms (4-Week Moving Average, %, % Difference)
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Following the asset quality review conducted by the BRSA, and its decision to reclassify a balance
amounting to TRY 46 billion as NPL by the end of 2019, the banking sector’s NPL ratio rose up to 5.4% at
end-2019. In early 2020, thanks to the improvement in economic units’ repayment capacity amid better
income and employment opportunities, improvements in collection of receivables, increased credit
volume and accommodative financial conditions, the NPL ratio dropped to 5% as of March 2020 (Charts
I.10 and I.11). Both corporate and retail loans saw an improvement in asset quality. To avoid any
deterioration in asset quality caused by downside risks from the coronavirus outbreak to household and
firm income, timely and comprehensive measures were introduced. For a loan to be classified as nonperforming, banks’ threshold payment deferral durations have been increased from a minimum of 90
days to 180 days until 31 December 2020, allowing loans with a deferral of up to 180 days to be
monitored under stage 1 and stage 2 portfolios. Thus, the negative effects that the pandemic-induced
financial market volatility and economic weakening might have on asset quality can be monitored with a
lag. However, due to monetary and fiscal measures, it is expected that the credit market will continue to
operate smoothly and the decline in interest rates will dampen any possible deterioration in asset quality.
The asset quality outlook, supported by the ongoing loan growth and the policy steps, is expected to be
shaped by global developments and the course of domestic economic activity.
Having shown resilience against liquidity shocks, the banking sector has seen an increase in the share of
core financing over the current Report period, largely due to accelerated TL deposits. Since early 2020,
the amount of the sector’s repo and TL-denominated issuances have increased. As external funds
somewhat declined in the current Report period, the share of deposits abroad also increased and the
ratio of non-deposit funds to external funds decreased. The decline in TL funding costs have played a role
in the increased share of domestic funds, which contributes to the deepening of domestic markets and
limits the sector’s sensitivities towards external volatilities. Accordingly, the ratio of non-core liabilities to
total funds in banks’ funding composition went down to 36% (Chart I.12). The reduced use of non-deposit
funds, consisting mostly of borrowings from banks, bond issuances and repo transactions, supports
financial stability and the financing structure of the sector.
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Chart I.10: NPL Ratios (%)

Chart I.11: NPL Balance and Components (TRY Billion)
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The banking sector’s use of external funding has declined as the increase in loans and deposits has been
predominantly in TL. In the current Report period, the sustained weak course in FX credit demand and
historically low FX deposit rates have been main factors curbing banks’ need for external funding. The
acceleration in TL credit growth, the decrease in funding costs that emerged on the back of policy rate
cuts and the difference in funding costs across currency types directed banks to domestic funding rather
than foreign funding. In this period, approximately 80% of maturing syndicated loans were renewed. As
for costs, despite the rise in risk premium, there was a Libor-driven decline in total borrowing costs (Chart
I.13).
Chart I.12: Ratio of Non-Deposit Funding Sources to
External Funding Sources (%)
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In the first two months of 2020, profitability indicators of the banking sector improved thanks to strong TL
credit growth, positive duration gap and favorable asset quality developments. Meanwhile, as the
impacts of the coronavirus pandemic started to be observed as of March 2020, banks acted with
prudence and increased credit provisions and as a result, their equity and asset profitability ratios
regressed back to the end-2019 levels (Chart I.14). The capital adequacy ratio (CAR) increased until the
end of 2019 on the back of moderate credit growth levels and banks’ strengthened equity structures in
the previous Report period. In the first two months of 2020, however, due to the widespread credit
growth coupled with the rise in risk-weighted assets, the sector’s CAR dropped slightly (Chart I.15). The

6

Financial Stability Report | May 2020

BRSA’s regulations of 23 March 2020 and 16 April 2020 would attenuate likely fluctuations in CAR during
the period marked by the impacts of the coronavirus on economic activity and the recovery period to
follow afterwards. Moreover, the fact that the core capital of three public-owned deposit banks has been
increased by the Turkey Wealth Fund (TWF) by TRY 21 billion supports the sector’s CAR outlook.
Meanwhile, an extension of the impacts of the coronavirus epidemic into the second half of the year
would pose downside risks to asset quality, banks’ profitability and capital adequacy.
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In sum, during this Report period, the strong pace of domestic economic activity has paused and has
been replaced by a significant slowdown in the second quarter due to the economic isolation measures
required by the coronavirus pandemic and volatilities in financial markets. Monetary and fiscal policy
measures, the decline in the FX open position and FX indebtedness of non-financial sector, the increase in
the share of domestic funds and core liabilities in banks’ financing curb the impacts of the pandemic and
contribute positively to financial stability by decreasing sensitivity to external fluctuations. The recovery
trend in the financial sector’s asset quality may be adversely affected for a while due to pandemic-related
factors. On the other hand, the temporary extension of the time brackets for loans to be classified as
close monitoring and NPL following a regulation of the BRSA may have lagged impacts on the asset
quality. Moreover, the decline in interest rates as well as the employment and production-oriented credit
support policies are projected to help limit asset quality-driven risks. Household indebtedness ratio
remains below the average of EMEs, while corporate sector’s FX indebtedness and FX short position
continue to decline. Favorable financing costs, incentive schemes and policy measures will continue to
underpin loan growth in the upcoming period. Although individuals’ and firms’ indebtedness may
temporarily increase in the current period, this is expected to normalize as the spread of the pandemic
slows down. Banks’ strong capital structure and liquidity buffers support the sector’s resilience to risks. A
likely rebound in the spread of the pandemic, a lasting adverse impact on global trade relations, supply
chains, consumption patterns and investment decisions, as well as geopolitical developments are the
main risk factors for the upcoming period.
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Box I.1.I
Steps Taken Towards Effective Functioning of Financial
Markets
In the current Report period, numerous measures and regulations have been implemented to
support financial stability and contribute to the effective functioning of markets (Table I.1.I.1). The
coronavirus pandemic-related developments have recently weakened the global growth outlook had
sharp impacts on supply chains and trade channels, as a result of which many advanced and
emerging economy central banks have taken expansionary and coordinated steps. In order to contain
adverse effects of the pandemic-related developments on the Turkish economy through the channels
of production, trade, tourism and capital flows, the key priority is to sustain the sound functioning of
financial markets, the credit channel and firms’ cash flows. Accordingly, a variety of actions has been
taken considering the likely effects of these developments on the financial sector. In this scope, the
CBRT Monetary Policy Committee (MPC) met ahead of schedule in March and gradually implemented
a set of measures and regulations on 17 March, 31 March and 17 April 2020 to counter the economic
and financial effects of the pandemic, thereby minimizing the likely adverse effects on economic
activity via financial markets.
Table I.1.I.1 Main Measures and Regulations for Financial Markets
CBRT Steps on Interest Rates and Liquidity Measures
Effective Date

Measure / Regulation

12 December 2019 The CBRT decided to reduce the policy rate (one-week repo auction rate) from 14% to 12%.
16 January 2020 The CBRT decided to reduce the policy rate (one-week repo auction rate) from 12% to 11.25%.
19 February 2020 The CBRT decided to reduce the policy rate (one-week repo auction rate) from 11.25% to 10.75%.
It was decided to transfer the unused portion of the total swap position defined for FX swap auctions to the
25 February 2020 TL Currency Swap Market (Quotation Swap) transaction limits and to distribute the amount to be transferred
in proportion to FX Markets transaction limits determined based on banks.
The MPC meeting to be held on 19 March 2020 was rescheduled for 17 March 2020 to assess the likely
17 March 2020
economic and financial effects of the coronavirus, and the policy rate (one-week repo auction rate) was
reduced to 9.75% from 10.75%.
As a part of the measures to counter the likely economic effects of the coronavirus pandemic, it was decided
to:
- increase the liquidity limits of Primary Dealers in the framework of Open Market Operations (OMOs) to
17 March 2020
support the Primary Dealership System,
- allow conventional (multi-price) swap auctions with maturities of one, three and six months, which were
then available against US dollars, to be held against euros and gold.
Banks were offered targeted additional liquidity facilities to secure uninterrupted credit flow to the
corporate sector to counter the likely economic and financial effects of the coronavirus pandemic. In this
scope, the maximum amount of funds that an eligible bank may receive was linked to the amount of credit
that this bank had already provided or would provide for the corporate sector. Accordingly, it was decided
that:
- Turkish lira liquidity would be provided via repo auctions with maturities up to 91 days with an interest rate
150 basis points lower than the one-week repo rate, the CBRT’s policy rate, and with the quantity auction
17 March 2020
method, and a part of the bid might also be concluded as a deposit transaction at the Interbank Money
Market at a bank’s request,
- TL liquidity would be provided against US dollars, euros and gold with an interest rate 100 basis points
lower than the one-week repo rate through TL currency swap auctions with a maturity of 1 year based on
the quantity auction method,
- The total amount of funds to be provided through these facilities would be limited to 25% of the system’s
funding need.
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31 March 2020

3 April 2020

17 April 2020

21 April 2020
22 April 2020
29 April 2020
4 May 2020
20 May 2020
21 May 2020
22 May 2020

To contain the adverse effects of the coronavirus pandemic on the economy, to increase market depth and
to support the effectiveness of the transmission mechanism by providing flexibility to banks in their liquidity
management:
- It was announced that outright purchase operations under the OMO portfolio could be carried out in a
front-loaded manner within the limits identified in the Monetary and Exchange Rate Policy for 2020 and
these limits could be revised depending on market conditions,
- For a temporary period, the PD banks were allowed to sell the GDDS that they had bought from the
Unemployment Insurance Fund to the CBRT under the terms and limits set by the CBRT or to increase at
certain ratios the liquidity facility offered under OMO in the scope of the Primary Dealership System. The
GDDS purchases were kept out of the scope of the limits set for the OMO portfolio,
- Under the Turkish lira and foreign exchange operations conducted at the CBRT, asset-backed securities and
mortgage-backed securities were included in the collateral pool,
- In the context of the additional targeted liquidity facility enforced on 17 March 2020, the CBRT decided to
hold TL currency swaps with a maturity of six months and to provide TL liquidity against US dollars, euros or
gold, at an interest rate 125 bp lower than the policy rate,
- Bank-based limits applied under the targeted liquidity facility were raised.
The amount of the CBRT’s total swap position to be established via TL Currency Swap auctions was raised to
30% from 20% of the Foreign Exchange and Banknotes Markets transaction limits.
In the scope of measures to counter likely economic effects of the coronavirus:
- The maximum limit for the ratio of the OMO portfolio nominal size to the CBRT analytical balance sheet
total assets was revised to 10%,
- The CBRT decided to apply the limits offered to PD banks for outright sales of GDDS to the CBRT
independent of the repo transaction limits, to offer PD banks a GDDS selling limit equal to the repo
transaction limits and to carry out these purchases within the total maximum limit of 10% set for the OMO
portfolio.
The amount of total undue swap sales (the CBRT’s foreign currency purchases on spot, sales at maturity)
conducted at the TL Currency Swap Market via the quotation method was raised to 30% from 20% of the
Foreign Exchange and Banknotes Markets transaction limits.
The CBRT decided to reduce the policy rate (one-week repo auction rate) from 9.75% to 8.75%.
In the scope of FX collateral deposit accepted as collateral as part of TL and FX transactions carried out at the
CBRT, the separate bank-based EUR and USD limits were consolidated under a single global limit and banks
were allowed to use these limits either in EUR or USD according to their choice within this limit.
The amount of total undue CBRT swap positions conducted via TL currency swap auctions was raised to 40%
from 30% of the Foreign Exchange and Banknotes Markets transaction limits.
The bilateral currency swap agreement concluded between the CBRT and Qatar Central Bank was amended
to raise the overall limit of USD 5 billion equivalent of Turkish lira and Qatari riyal to USD 15 billion equivalent
of Turkish lira and Qatari riyal.
The CBRT decided to reduce the policy rate (one-week repo auction rate) from 8.75% to 8.25%
The amount of total undue CBRT swap positions conducted via TL currency swap auctions was raised to 50%
of the Foreign Exchange and Banknotes Markets transaction limits.

Reserve Requirements (RR)1
Effective Date

Measure / Regulation

To channel the credit supply towards production-oriented, rather than consumption-oriented sectors and to
support financial stability, the TL RR ratios and the remuneration rates to be applied to RR were linked to the
real credit growth calculated based on the last three-month average of the real cash loan stock values.
Accordingly, banks with a real annual loan growth rate above 15% benefited from the facility in the case that
their adjusted real loan growth rate, which is calculated by deducting the total real changes in the
29 November 2019
commercial loans with a two-year and longer maturity and housing loans with a five-year and longer
maturity from the numerator of the growth rate formula, was below 15%, and banks with a real annual loan
growth rate below 15% benefited from the RR incentives in the case that their adjusted real loan growth
rate, which is calculated by deducting 50% of the real change in retail loans excluding housing loans with a
five-year and longer maturity from the numerator of the growth rate formula, was above 5%.
RR ratios for FX deposits/participation funds were increased by 200 bp for all maturity brackets and these
27 December 2019
ratios were applied 200 bp lower for banks that complied with the TL real loan growth conditions.
Commission was charged for RR amounts: Annual 25‰ for US dollar-denominated RR amount held for
10 January 2020 deposit/participation fund liabilities denominated in US dollars, and annual 25% for US dollar and eurodenominated RR amount held for non-US dollar deposit/participation fund liabilities.

1 Effective dates

are as of RR liability calculation dates and the effects of the regulations on liquidity are seen during the maintenance period that
commences after 14 days.
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10 January 2020

6 March 2020

6 March 2020

20 March 2020

Within the scope of the Reserve Options Mechanism (ROM), it was decided to decrease the upper limit of
the facility of holding standard gold to 20% from 30% of Turkish lira reserve requirements and to increase
the upper limit of the facility of holding standard gold converted from wrought or scrap gold collected from
residents to 15% from 10%.
In view of the likely impacts of the noticeable surge in consumer loans on growth composition, inflation and
external balance, as well as the increase in loan growth triggered by TL loans that were extended to facilitate
early repayment or early restructuring of FX cash loans, the CBRT revised the RR practice that was linked to
the annual real credit growth rate. The banks with an annual real loan growth rate above 15% were allowed
to benefit from the RR incentives if their adjusted real loan growth rate, which is calculated by deducting the
entire real changes in loans with a longer-than-two-year maturity extended to selected sectors and housing
loans with a five-year and longer maturity from the numerator of the growth rate formula, was below 15%.
Besides, banks with an annual real loan growth rate below 15% were allowed to benefit from the RR
incentives if their adjusted real loan growth rate, which is calculated by deducting 75% of the real change in
retail loans excluding housing loans with a five-year and longer maturity and the entire TL loans extended
starting from 9 March 2020 to facilitate early repayment or early restructuring of FX cash loans from the
numerator of the growth rate formula, was above 5%.
As a part of the measures taken to counter the likely effects of the coronavirus pandemic, FX RR ratios were
reduced by 500 bp across all liability types and maturity brackets for banks that complied with the real credit
growth conditions within the scope of the RR practice.
The remuneration rate applied to RR maintained in terms of TL was reduced to 8% from 10% for banks that
complied with the annual real credit growth conditions, and the 0% rate applied for banks that did not
comply with the conditions was left unchanged.

Rediscount Credits for Export and Foreign Exchange Earning Services
Effective Date

17 March 2020

31 March 2020

4 May 2020

Measure / Regulation
To mitigate the likely adverse effects of global economic uncertainties and adversities in international trade
on real sector firms;
- The maturities for repayments of rediscount credits for export and foreign exchange earning services
(rediscount credits), which would be due from 18 March to 30 June 2020, were allowed to be extended by
up to 90 days,
- An additional 12 months export commitment fulfillment time was offered for the rediscount credits whose
export commitment was not fulfilled yet and for the rediscount credits to be used from 18 March 2020 to 30
June 2020, thereby extending the maximum duration for the export commitment fulfillment for these credits
to 36 months from 24 months.
- The existing maximum maturities for rediscount credits were extended to 240 days from 120 days for shortterm credit utilization, and to 720 days for longer-term credit utilization.
To facilitate goods and services exporting firms’ access to finance and to support the employment capacities
of these firms, it was decided to extend TL-denominated rediscount credits to firms that could obtain FX
rediscount credits, overseas contracting companies, and firms participating in international fairs. Accordingly,
it was decided to:
- define a total limit of TRY 60 billion for credits, with a breakdown of TRY 20 billion to be extended via Turk
Eximbank, TRY 30 billion to be extended via public banks and TRY 10 billion to be extended via other banks,
- set the maximum amounts of credits on a firm basis at TRY 25 million for SMEs and TRY 50 million for other
firms,
- allocate to SMEs a minimum of 70% of the credits to be extended via banks other than Turk Eximbank,
- set the interest rate for these credits 150 bp lower than the CBRT’s policy rate, and the maximum
commission rate of intermediary banks at 150 bp,
- extend those credits at a maximum maturity of 360 days on condition that the export or foreign exchange
earning services commitment as well as the employment level as of March 1, 2020 would be maintained
throughout the credit period.
The condition of maintaining the employment level at March 1, 2020 for TL-denominated rediscount credits
as included in the regulation of 31 March 2020 was revised to state that the average of the number of
employees as of the ends of March, June, September and December, and as of the end of the month in
which the credit would be due would not be lower than the employment level at end-March 2020
throughout the credit period.

Deposits / Participation Funds, Credit Cards and Payment Systems
Effective Date

Measure / Regulation
The CBRT revised the monthly maximum contractual interest rate for credit card borrowings in Turkish lira as
28 December 2019 1.40% and the monthly maximum overdue interest rate as 1.70%, and the same rates for credit card
borrowings in FX as 1.12% and 1.42%, respectively.
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1 March 2020

1 March 2020

26 March 2020

In its press release of 10 February 2020, the CBRT limited the fees that banks could charge their commercial
clients for products and services offered under four categories as “Commercial Loans”, “Foreign Trade”,
“Cash Management” and “Payment Systems” to 51 items. Quantitative or qualitative restrictions were
introduced to some fee items, and an obligation to inform was imposed on banks for transparency purposes.
The BRSA introduced amendments to fees and maximum limits in the “Regulation on Procedures and
Principles Regarding the Fees to be Charged on Financial Consumers” published in the Official Gazette
No.31035 dated 10 February 2020, which governs fees receivable from individual customers. Accordingly,
the maximum fee amounts that can be received from EFT, cash advance and card renewal transactions were
limited, and the annual rate of increase of the Regulation-governed maximum limits was set as the annual
rate of increase of the consumer price index (CPI) pertaining to the previous year-end, announced by the
Turkish Statistical Institute (TURKSTAT).
A provisional article was added to the Law on Exclusion of the Records Regarding Bad Cheques, Protested
Bills and Loans and Credit Card Debts No. 5834 and dated 22 January 2009. Accordingly, records regarding
bad cheques, protested bills, credit cards and other credit debts of real and legal persons having default in
the payments regarding the capital, interest and/or its ancillaries of the cash or non-cash credits whose
payment dates in terms of the capital or installment were before 24 March 2020 as well as of individuals and
credit customers kept with the Risk Center of the Banks Association of Turkey (BAT) will not be taken into
consideration by credit institutions and financial institutions in financial transactions engaged with those
persons on condition that the delayed part of the payments is paid or restructured in full until 31 December
2020. Restructuring of existing credit debts or extension of new credits by credit institutions and financial
institutions in this scope will not have any legal or criminal liability for these institutions.

28 March 2020

The CBRT revised the monthly maximum contractual interest rate for credit card borrowings in Turkish lira as
1.25% and the monthly maximum overdue interest rate as 1.55%, and the same rates for credit card
borrowings in FX as 1.00% and 1.30%, respectively.

30 March 2020

With the BRSA decision No.8975, the minimum payment amount for personal credit cards was reduced to
20% from 30% of the credit card term debt. The same decision also allowed banks to define unpaid terms by
not demanding debt receivables including the minimum payment amount from credit card holders
throughout the period in which they delayed their credit card debts, until 31 December 2020.

22 May 2020

To contribute to stable functioning of financial markets and effective operation of the credit system, the
BRSA decision of 21 May 2020 No.9033 stipulated a liability concerning individuals and legal persons’ daily
purchases of gold of 100 g. or above. Accordingly, the liability of transferring the purchased gold to the
buyer’s account and/or making it available within one business day was introduced.

Regulations Regarding Lending and Payment of Debts
Effective Date
19 March 2020

19 March 2020

24 March 2020

25 March 2020

Measure / Regulation
With the BRSA decision No. 8949, the loan-to-value ratio (LTV) was raised to 90% from 80% by reducing the
minimum down payment rate for housing loans extended for houses valued below TRY 500 thousand. The
aim of the regulation was to contain the negative effect of pandemic on the sector.
To contain the adverse economic effects of the coronavirus pandemic, the BAT advised that (i) the credit
demands of corporate firms, SMEs and individuals be assessed and met in a swift manner by considering the
funding opportunities and the credit limit, (ii) opportunities to access loans and credit conditions be
improved, (iii) credit channels be kept open, (iv) flexibility be provided with respect to maturity, payment,
installment and collateral conditions, and (v) debt restructuring demands be concluded sooner rather than
later.
The BAT also indicated that it would be more beneficial for customers who proved to be adversely affected
by the pandemic to be notified to the Risk Center as such so that a sounder assessment could be made for
such customers.
The Ministry of Treasury and Finance announced that in cases of corporate delinquency in April, May and
June due to the pandemic, defaulting firms would be allowed to be recorded in their credit registers as
having “default due to force majeure”. According to the General Communiqué on Tax Procedure Law
published in the Official Gazette dated 24 March 2020 and No. 31078 (Reiterated), it was found appropriate
to accept that tax payers covered by the Communiqué on account of the pandemic were in force majeure
between 1 April 2020 and 30 June 2020.
Within the scope of the Economic Stability Shield Package measures, it was announced that through the
public banks, “Business Continuity Support” will be provided with Treasury-backed CGF guarantee provided
that the number of registered employees at the end of February 2020 would be maintained.
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30 March 2020

30 March 2020

30 March 2020

1 April 2020

6 April 2020
27 April 2020

22 May 2020

With an announcement made on 27 March 2020, the BAT shared the details of the CGF-backed “Cheque
Payment Support Loan”, which aims to contribute to the protection of the commercial reputations of the
bank customers, and the “Economic Stability Shield Credit Support” aimed at meeting the working capital
needs of corporate and commercial customers.
In order to financially support customers with household income of TRY 5,000 or less through public banks, a
“Basic Needs Support” loan package was launched to meet the payments of the middle and low income
groups, such as food expenses, rent, electricity, water and natural gas bills.
With a Presidential Decision published in the Official Gazette dated 30 March 2020 and No. 31084, theCGF
limit was raised to TRY 50 billion from TRY 25 billion, and lending priority was given to firms and SMEs which
had liquidity needs and collateral deficit as having been negatively affected by the pandemic developments.
With a Presidential Decision published in the Official Gazette dated 25 March 2020 and No. 31079, principal
and interest repayments of loans by tradesmen and craftsmen pertaining to April, May and June were
postponed for three months and without interest once they declare themselves adversely affected by the
pandemic.
The Small and Medium Enterprises Development Organization of Turkey (KOSGEB) postponed the
repayments of KOSGEB-backed loans for three months, all costs thereof to be borne by KOSGEB.
The Union of Chambers and Commodity Exchanges of Turkey (TOBB) relaunched its SME financing project
named "TOBB Breath Credit". The project loans target enterprises with a turnover below TRY 25 million and
80% of the loans are covered by the Treasury-backed CGF guarantee.
To reduce the negative effects of the coronavirus pandemic on exporters, the Ministry of Trade announced
the "Stock Financing Support Package" for exporters who were left with excess stocks on failure to sell
products due to the cancellation of orders and the decrease in demand. Loans within the scope of the
package will be extended in TL from the CBRT on CGF guarantee.

Classification of Loans and Receivables and Legal Ratio Limitations
Effective Date

17 March 2020

19 March 2020

23 March 2020

26 March 2020

27 March 2020
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Measure / Regulation
With the BRSA Decision No.8948, the minimum deferral duration of 90 days for banks’ non-performing loans
was extended to 180 days effective till 31 December 2020. Thus, it will be possible to monitor loans with a
deferral of up to 180 days under Stage 1 and Stage 2 portfolios. Moreover, the decision abolished the
obligation of monitoring for loans that are currently monitored under Stage 3 portfolio and classified as
performing loan after being restructured, and whose principal and/or interest payment is delayed more than
30 days during the one-year monitoring period or which are restructured once again during the monitoring
period.
With the BRSA Decision No. 8950, the deferral duration of 90 days regarding the receivables to be liquidated
was increased to 180 days for financial leasing and factoring companies and to 240 days for financing
companies until 31 December 2020.
According to the BRSA press release, until 31 December 2020;
i) To support CAR:
- In calculation of CAR, impairments in the fixed interest rate securities at fair value through other
comprehensive income portfolio on 23 March 2020 may not be reflected in equities.
- For monetary and non-monetary FX assets and related special provisions (excluding those monitored with
historical costs) that are a component of the value at credit risk, the buying exchange rate on 31 December
2019 can be used.
ii) With the regulation on FX Net General Position (FXNGP)/Capital ratio:
- Value decrements of FX securities on 23 March 2020 may be disregarded in the calculation of the FXNGP,
- The facility provided for calculation of CAR may also be used in calculation of equities.
According to the BRSA Decision No. 8967:
- Within the scope of the Regulation on Calculation of Liquidity Coverage Ratio (LCR), the minimum ratio of
100% and 80% in the consolidated or unconsolidated total and FX LCR, respectively, may be disregarded,
until 31 December 2020. Therefore, banks were temporarily exempted from issues such as notifying the
BRSA about the causes of non-compliance and the measures planned to be taken, as well as the obligation to
resolve the non-compliance within two weeks. On the other hand, LCR reporting will continue with the
exception of development and investment banks (DIB).
- Within the scope of the Regulation on Calculation and Evaluation of Liquidity Adequacy, DIBs are exempted
from ratio limitations until 31 December 2020 although their obligation to send account statements
continues.
With the BRSA Decision No. 8970, the minimum deferral duration for loans to be monitored under Stage 2
category was increased to 90 days from 30 days, effective from 17 March 2020 to 31 December 2020.
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2 April 2020

16 April 2020

1 May 2020

5 May 2020

With the BRSA Decision No. 8976, in the scope of miscellaneous regulatory actions, the deadline for fulfilling
the obligation of reporting, releasing or notifying the BRSA and other related authorities by banks,
independent audit institutions, rating agencies, asset management companies and financial leasing, factoring
and financing companies was extended by 60 days. Furthermore, apart from the additional time given above
in the Regulation on Banks' Credit Transactions, in order to eliminate the problems that may occur in the
credit allocations of banks, it was decided that records would be kept regarding missing documents that
should be obtained under paragraph (1) of article 11/A of the said Regulation but could not be obtained from
loan customers, and incomplete information and documents would be completed in six months’ time
following the loan allocation, and that missing information and documents among those requested from the
existing loan customers pursuant to paragraph (2) of article 11/A would be completed by the end of 2020.
With the BRSA Decision No.8999, it was decided to apply a 0% risk weight in the calculation of the value at
credit risk of banks’ receivables from the central government denominated in FX in accordance with the
Standard Approach within the scope of the Regulation on Calculation and Evaluation of Capital Adequacy of
Banks.
With the BRSA Decision of 18 April 2020 No. 9000, banks were obliged to calculate the asset ratio on a
weekly basis. The asset ratio denotes the ratio of the sum of loans and weighted CBRT swap plus securities to
the sum of TL deposits and weighted FX deposits. As of the end of each month, the monthly average of the
said ratio should not fall below 100% in deposit banks and 80% in participation banks. Additionally, with the
BRSA Decision of 29 April 2020 No. 9003, the ratio was set to be calculated on a solo basis. While an
exemption was made for DIBs, along with banks under the Savings Deposit Insurance Fund (SDIF), a
compliance period until 31 December 2020 was granted to banks that had an overall deposit of less than TRY
5 billion excluding bank deposits as of 31 March 2020. Moreover, a detailed breakdown of the items included
in the numerator and denominator of the ratio was also provided.
With the BRSA Decision No. 9010, an obligation of calculating a new ratio on daily and solo bases was
introduced for banks to support the financing needs arising from the negative effects of the coronavirus
pandemic on the production and employment of the real sector. Within the scope of the decision, the sum
of TL placements, TL deposits, TL repo and TL loan transactions that banks will engage with financial
institutions located abroad are limited to 0.5% of the most recently calculated equity. It was noted that the
limitation would be effective until the exceptional conditions arising from the coronavirus pandemic would
disappear.

Regulations on Derivative Transactions Engaged with Non-Residents
Effective Date

Measure / Regulation

In its press release, the BRSA stated that the sum of FX-TL currency swaps, forwards, options and other
derivative transactions of banks due in seven days or less with non-residents and involving TL sale at
18 December 2019 maturity, will not exceed 10% of the most recently calculated legal equity. The regulation excluded the
transactions carried out with the credit institutions abroad that are subject to consolidation and their
partnerships that have the characteristics of a financial institution.
With the BRSA Decision No.8860, the ratio of the sum of FX-TL currency swaps, forwards, options and other
8 February 2020 derivative transactions of banks with non-residents, involving TL purchase at maturity, to the most recently
calculated legal equity was reduced to 10% from 25%.
With the BRSA Decision No.8989, revisions were made to the restrictions introduced in relation to banks’
derivative transactions involving both TL purchase at maturity and TL sale at maturity due to increased
imbalances and risks in global markets caused by the coronavirus pandemic. Within the scope of the
restriction regarding TL purchase at maturity, the ratio of the said transactions to the most recently
calculated legal equity was reduced to 1% from 10% and the application of different maturity-based weights
12 April 2020
utilized in the calculation of the total transaction amount was abandoned. Meanwhile, it was decided that
the ratio of the amount of derivative transactions involving TL sale at maturity to the most recently
calculated equity should not exceed: (i) 1% for transactions due in seven days, (ii) 2% for transactions due in
30 days, and (iii) 10 % for transactions due in one year. Additionally, for both TL purchases at maturity and TL
sales at maturity, any termination of the transaction before maturity or extension of the maturity, the
written approval of the BRSA was required.
The Capital Markets Board of Turkey (CMB) introduced restrictions on the amount of FX-TL derivative
transactions engaged by capital market institutions with non-residents due to increased imbalances and risks
in global markets caused by the coronavirus pandemic. Within the scope of the restriction regarding TL
purchase at maturity, the ratio of the said transactions to the equity capital amount pertaining to the
previous month, which constitutes a basis for the most recent capital adequacy statements, was set at 1%.
13 April 2020
Meanwhile, it was decided that the ratio of the amount of derivative transactions involving TL sale at
maturity to the equity capital amount pertaining to the previous month should not exceed: (i) 1% for
transactions due in seven days, (ii) 2% for transactions due in 30 days, and (iii) 10% for transactions due in
one year. Additionally, for both TL purchases at maturity and TL sales at maturity, any termination of the
transaction before maturity or extension of the maturity, the written approval of the CMB was required.
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7 May 2020

According to the BRSA Decision No. 9010, to prevent any transaction and practice that may jeopardize
savers’ rights as well as smooth and confident operating of banks, and to ensure effective functioning of the
credit system, no new foreign currency transaction involving a TL leg will be engaged with foreign banks that
default in fulfilling the TL obligation and with those banks’ group banks established abroad. Also, their
matured transactions of this nature will not be renewed.

Other Regulations
Effective Date

Measure / Regulation

The Communiqué No.2018-32/48 of the Ministry of Treasury and Finance, issued in reference to the Decree
No.32 on the Protection of the Value of the Turkish Currency was revised to abandon the obligation of
31 December 2019
bringing export proceeds to the country within 180 days and converting at least 80% of the proceeds into
Turkish lira.
28 February 2020 The CMB announced the ban on short selling transactions on Borsa İstanbul (BIST) equity markets.
Within the scope of the Decree No. 32, passengers who do not have a citizenship connection with the
3 March 2020
Turkish State and who have completed the age of 18 at the time of entering the country are allowed to bring
their own standard unprocessed gold, which weighs no more than 5 kg, within a calendar year.
With the BIST Decision of 12 March 2020 and No.2020/20, price margins were reduced to 10%, the circuit
13 March 2020
breaker triggering rate was reduced to 5% and circuit breaker order collection period was raised to 30
minutes applied in the equities traded in BIST Stars and BIST Main Market.
The BRSA announced through a press release that as a part of its prudent supervision approach, the business
16 March 2020
continuity plans prepared by banks on a regular basis were reviewed and all necessary measures were taken.
With the BIST Decision No.2020/21, the upper limit of the circuit breaker trigger rate applied in the
17 March 2020
instruments that are traded in the continuous trading method, was removed until further announcement,
notwithstanding the lower limit at 5% effective since 13 March 2020.
Within the scope of the measures taken in response to the coronavirus pandemic, the CMB decided to
implement the equity protection rate for margin trades to be completed to 35% (which was formerly 50%) if
the collateral rate fell below that rate, effective from the decision date until further announcement. Besides,
the CMB also decided to abandon the implementation of article 35 of the CMB Communiqué on Margin
19 March 2020
Trading, Short Sales and Lending and Borrowing of Securities, with Serial No.V-65. With the same decision,
announcement or notification periods were extended for portfolio management companies, brokerage
firms, mutual funds (including real estate, venture capital and stock exchange investment funds), pension
investment funds, capital market instruments and businesses that are or are not traded on a stock exchange
and/or other regulated market places.
Upon the recommendation of the Financial Action Task Force, the BAT announced that the time of regular
reportings to the Financial Crimes Investigation Board regarding money transfers abroad amounting to TRY 1
14 April 2020
million or equivalent in foreign currency pertaining only to real person customers was required to be made
one day in advance. The same announcement also noted that there would be no restriction or interruption
with regard to the processing of transactions.
7 May 2020

11 May 2020
24 May 2020

24 May 2020
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The BRSA published the "Regulation on Manipulation and Misleading Transactions in Financial Markets" in
the Official Gazette dated 7 May 2020 and No.31120 for the determination of manipulative and misleading
transactions and practices in financial markets.
Turkey Wealth Fund (TWF) announced that it took necessary initiatives to boost the core capital of Ziraat
Bank, Halkbank and Vakıfbank by a total of TRY 21 billion to strengthen their capital structures and support
capital adequacy.
The Presidential Decision published in the Official Gazette No.31136 announced that the withholding rate
over commercial papers was increased to 15% from 10% for individuals.
With the Presidential Decision published in the Official Gazette No. 31136, the Banking and Insurance
Transactions Tax (BITT) ratio in foreign exchange transactions was increased to 1% from 2%. Regarding
foreign exchange sales of banks and authorized institutions among themselves or to each other, foreign
exchange sales to the Treasury and Ministry of Finance, foreign exchange sales made to the borrower by a
bank for repayment of foreign currency loans, foreign exchange sales to enterprises holding the industrial
registry certificate and foreign exchange sales to exporters affiliated to exporter unions, the BITT would apply
as 0%.
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II. Macroeconomic Outlook
The development of the coronavirus outbreak into a pandemic has significantly weakened the global
growth outlook, while uncertainties over the recovery remain high. Pandemic-related developments and
uncertainties have resulted in a tightening in global financial conditions, a decline in global risk appetite
and an increase in international market volatility since February 2020, and led to significant portfolio
outflows from EMDEs. With increased concerns over the global growth outlook, central banks of
advanced economies and EMDEs adopted accommodative monetary policies through rate cuts, asset
purchases and macroprudential tools to facilitate effective functioning of the financial system. The policy
measures have contributed to the decline in excessive volatilities in global markets in the early periods of
the pandemic. Meanwhile, the uncertainty about the duration of the pandemic and of the isolation
measures introduced to prevent the spread of the coronavirus outbreak, the weakening global economic
activity, the persistently high levels of indebtedness in both advanced and emerging economies, and the
weak outlook for banking sector profitability pose significant risks to financial stability.
Stronger capital and liquidity positions of the global banking system and the monitoring framework set up
for non-bank financial intermediation activities as a result of comprehensive reforms implemented after
the 2008 Global Financial Crisis, have been the main factors that contributed to the resilience of the
global financial system against the effects of the pandemic. During this period, it is critical to maintain a
balance between ensuring effective financial intermediation activities by financial corporations through
comprehensive expansionary monetary policies, supportive fiscal policies, flexibilities in the regulatory
framework and preserving the achievements gained by the post-crisis reforms. Moreover, it is important
that countries act in cooperation and coordination to counter the pandemic and its adverse impacts. In
this context, led by the G20 and coordinated by the Financial Stability Board (FSB), countries’ policy
implementations are closely monitored, and intensive studies are being carried out to analyze the effects
of the pandemic on global financial stability and economic activity.
Economic activity in Turkey remained strong in January and February 2020. However, the coronavirus
pandemic is expected to have a significant contractionary effect on economic activity and labor market in
the second quarter of the year. Additionally, the pandemic-driven uncertainties on interrupted
international transport, global supply chains, trade networks and on global economic activity that has
weakened and almost come to a halt in some sectors, may temporarily restrain export and tourism
opportunities in the period ahead. That said, domestic demand conditions restrain imports, and
accompanied by the recent fall in crude oil prices, support the current account balance. Despite the
depreciation in the Turkish lira in line with global developments, inflation expectations and aggregate
demand conditions as well as commodity prices are supportive of the inflation outlook. The recent
monetary and fiscal measures implemented to contain the adverse effects of the pandemic-related
developments on the Turkish economy are expected to contribute to financial stability and postpandemic recovery by supporting the production potential of the economy.
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International Developments

II.1 International Developments
The global economic policy uncertainty that had declined in the first month of 2020 thanks to positive
developments in global trade policies increased significantly in March over concerns related to the global
growth outlook and tightening financial conditions as the coronavirus outbreak turned into a pandemic
(Chart II.1.1). The noticeable weakening in global economic activity and growth outlook as well as global
lockdown measures reduced the predictability of economic policies of advanced economies and EMDEs.
Economic policy uncertainty of the United States of America (USA) rose sharply in this period. In the
period during which the coronavirus outbreak evolved into a pandemic, the European Union’s (EU)
economic policy uncertainty, which had been on a moderate course, increased after February.
Meanwhile, although the UK policy uncertainty has been declining over the last Report period, this is
mainly attributable to Brexit, which took place on 31 January 2020. On the other hand, China’s economic
policy predictability is fluctuating depending on the impact of the pandemic-driven shock on global supply
chains and trade, along with the tightening in global financial conditions.
The Federal Reserve (Fed), which had delivered three rate cuts that amount to a total of 75 bp in 2019
over concerns related to global growth, cut its policy rate two times by 50 bp and 100 bp, respectively, to
bring it in the range of 0 to 0.25% in March 2020 as the pandemic-led economic and financial conditions
changed economic activity and the growth outlook. Market expectations suggest that the policy rate will
remain at low levels for a long period of time (Chart II.1.2). However, the Fed announced an extensive
and sizeable asset purchase policy to ensure continuation of an effective credit intermediation activity by
financial markets. Moreover, it engaged in currency swaps with a number of central banks including those
of EMDEs to meet the US dollar-denominated funding need in external markets.
Driven by the pandemic, financial conditions in the euro area have also tightened significantly due to
unexpected price movements in equity, bond, currency and money markets. In the face of unusual
volatility and liquidity crunch, the European Central Bank (ECB) took major steps geared towards the
banking sector in order for financial markets operate smoothly and to support the most severely-affected
firms and households. In this context, as a part of the asset purchase program that it had restarted in
November 2019, the ECB engaged in temporary additional purchases in March 2020 and launched its
Pandemic Emergency Purchase Programme of EUR 750 billion. The 6.8% annual contraction of the
Chinese economy in the first quarter of the year marked the first episode of quarterly contraction seen
since 1992. China’s Central Bank implemented an expansionary monetary policy through injecting
liquidity into the financial system by reducing lending, particularly the RR ratios. Likewise, the Bank of
Japan expanded its asset purchase policy to secure uninterrupted operation of financial intermediation.
The Bank of England, on the other hand, cut its policy rate for the first time since 2016 and announced
that it would provide direct financing to the UK Treasury temporarily.
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Chart II.1.1: Economic Policy Uncertainty Indices
(Index, 2012=100)
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Due to the coronavirus pandemic, global economic activity contracted, global financial conditions
tightened making it harder to access financing, and corporate insolvency as well as unemployment rates
became more likely to increase. As a result, corporate sector and public sector indebtedness, which had
been a key source of fragility in advanced economies and EMDEs before the coronavirus pandemic,
became a focal risk to financial stability (Chart II.1.3). In this context, private sector cash flows, the
maturity and currency structure of liabilities, as well as the effectiveness of government incentives are
the main factors that need to be monitored closely. FX indebtedness in EMDEs showed a decline in
response to the limitations introduced on FX borrowing, particularly on household FX borrowing, after
the Global Financial Crisis (Chart II.1.4). Policy instruments such as currency swaps between central banks
may also contain risks arising from FX indebtedness.
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Despite expansionary monetary policies implemented worldwide in response to the coronavirus
pandemic, the flat course of the yield curve and the deteriorating growth outlook have significant
implications on countries’ financial sectors. The recent contraction in economic activity and tightening of
the financial conditions, corporate sector debt restructuring demands and increased credit risk caused by
likely downgrades in corporate credit ratings may cause NPLs to increase noticeably. The asset quality
that may deteriorate as a result of likely NPL increases and a protracted low course in interest rates
further depress the banking sector’s return on equities that is already hovering at low levels compared to
the pre-global financial crisis period (Chart II.1.5).
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Expectations of global stagnation, the unusual decline in oil prices and the global risk-averse tendency
caused portfolio outflows of large amounts from EME bond and equity markets (Chart II.1.6). The decline
in global risk appetite and investors flight towards assets considered safe haven have put an upward
pressure on EME risk premiums (Chart II.1.7).
Chart II.1.6: Weekly Capital Flows to EMEs (13Week Cumulative, USD Billion)
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Trade and economic activity came to a standstill across the globe, causing a significant decline in energy
consumption and oil demand. As a result, because of the oil price decline and the oil market volatility,
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currencies of oil exporting EMDEs depreciated significantly against the US dollar, while a limited
depreciation was observed in the currencies of EMDEs that are less vulnerable against the developments
of the external markets and that can intervene against volatilities in their own currencies through FX
market transactions and macroprudential policy tools. Currency swap agreements concluded with other
advanced country central banks, especially with the Fed, would help to mitigate the liquidity risk and
reduce the pressure on EMDE currencies. In this period, currencies of advanced economies show
fluctuations (Chart II.1.8). The diminished risk appetite, tighter financial conditions and further liquidity
need caused significant falls in advanced economy and EMDE stock indices despite a partial recovery seen
in those in the recent period (Chart II.1.9).
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With the expansionary monetary policies, increased risk-averse behavior due to the coronavirus
pandemic and the heightened uncertainty over the future decline trend in long-term bond returns of
advanced economies, particularly in the US and Germany, became more pronounced in the current
Report period (Chart II.1.10). Bond returns in Germany and Japan continue to hover at negative levels in
response to the market expectations regarding inflation and growth. EMDE bond returns remain volatile
on account of the decline in global risk appetite (Chart II.1.11).
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Global economic activity underperformed at end-2019 despite a partial recovery in EMDEs (Chart II.1.12).
In the first quarter of 2020, though, the global growth outlook deteriorated significantly due to adverse
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effects of lockdown measures. Leading indicators of growth point to a significant weakening in production
in general across advanced economies with the EU and the US in the lead and in EMDEs excluding China
(Chart II.1.13). Despite the contraction seen in the first quarter of the year, the sharp contraction, which
was expected to prevail yearlong during the period in which China was impacted by the coronavirus, has
been replaced by a moderate growth outlook.
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The global supply and demand shock led by the coronavirus caused a significant fall in commodity prices
(Chart II.1.14). Despite the oil cut agreement of the Organization of the Petroleum Exporting Countries
(OPEC) that is equivalent to approximately 10% of the global supply, the significant weakening in the
global growth outlook drove oil prices down. Moreover, the abstention from oil storage and transport
costs primarily among US producers, led to unprecedented negative fluctuations in some WTI oil
contracts that were close to falling due.
Chart II.1.14: Commodity Indices (USD, Index)
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Currently, the duration of isolation measures introduced to prevent the spread of the outbreak, the
weakening in global economic activity, the likelihood of a deterioration in credit and liquidity channels,
and the persistently high levels of indebtedness in both advanced and emerging economies pose a
significant risk to financial stability. Uncertainties regarding the course and duration of the pandemic will
be determinants on financial stability. Nevertheless, stronger capital and liquidity positions of the global
20
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banking system as a result of comprehensive reforms implemented after the Global Financial Crisis, and
the monitoring framework set up for non-bank financial intermediation activities have been the main
factors that contributed to the resilience of the global financial system to the effects of the pandemic.
Central banks implement coordinated expansionary monetary policies to contain the adverse effects of
the pandemic on the global economy, while governments take measures through fiscal policies.. Among
expansionary monetary policy actions, in addition to conventional methods such as policy rate cuts,
unconventional methods have also been implemented such as diversification of asset purchase programs
as well as the assets pledged as collateral, and, as in the case of the UK, direct financing of the Treasury
temporarily. Among fiscal policy measures, direct supports, tax reductions and debt relief programs can
be cited. Meanwhile, a wide range of actions has also been taken regarding the regulatory and
supervisory framework. (Box II.1.I). It is critical to maintain a balance between ensuring an effective
financial intermediation by financial corporations and preserving the achievements gained by the postGlobal Financial Crisis reforms. With measures taken to counter the pandemic and its adverse effects, it is
important that national and international authorities be prepared against existing risks as well as
potential new ones and act in cooperation during this process. Upon the spread of the pandemic, led by
the G20 and coordinated by the FSB, countries’ policy implementations are closely monitored and
intensive studies are being carried out to analyze the effects of the pandemic on global economic
activity,with a focus on the corporate sector, and global financial stability.
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Box II.1.I
Policy Measures Taken Against the Coronavirus Outbreak and
Their Global Financial Stability Implications
Introduction
After the World Health Organization declared the coronavirus outbreak a pandemic, many countries
and international bodies, such as the Financial Stability Board (FSB) and the Bank for International
Settlements (BIS) in particular, introduced a wide range of measures (monetary, fiscal and
macroprudential) to minimize the impact of the pandemic on financial stability. Liquidity support to
markets and financial institutions, policy rate cut decisions, and asset purchase programs introduced
by central banks, fiscal support packages for firms and households introduced by governments, and
the regulatory flexibility provided to the financial sector by regulatory and supervisory authorities
are among the prominent measures taken to fight against the economic and financial implications of
the pandemic. In this box, we first summarize the impact of the pandemic on global financial
markets. Then we examine the measures introduced, and evaluate the implications of the pandemic
and of these measures for financial stability as well as the potential risks they may create in terms of
credit risk, interconnectedness, contagion and financial infrastructure.
When the coronavirus outbreak first emerged in China at the end of 2019, its severity and possible
implications could not be captured by global financial markets at first. However, with the rapid
spread of the outbreak in Italy, Spain and the US towards the end of February, markets started
reacting sharply. A look at the first-round effects of the outbreak on global financial markets reveals
that it led to substantial falls in prices of high-yield bonds in particular and large losses in security
exchanges. Due to the sharp decline in the risk appetite and increased cash demand, equity and
fixed-income markets witnessed outflows and a consequent shift to short-term safe assets was
monitored. Amid increased uncertainty during this process, there were early redemption demands
from investors and outflows from funding markets. To meet increased demands for redemptions,
many funds had to sell off their liquid assets. Concurrent with the fall in commodity prices, decline in
market liquidity and heightened market volatility, EMEs saw large portfolio outflows and
accordingly, US dollar funding strains came to the front. Exchange rate pressures, weak health
systems, and the narrow fiscal policy room for maneuver were the prominent vulnerability factors
for these countries.
Liquidity strains in the international markets increased the costs and volatility in US dollar funding
markets in particular. This placed additional burdens on financial institutions that depend on those
markets for funding sources rather than on deposits, due to the declines in the value of collaterals
required to access funding in this market.
Despite differences across countries and sectors, access to funding has become a significant
problem for many countries and sectors. In this period, firms and households recorded sharp
declines in their cash flows, and firms’ capacity to roll over debt weakened. Firms’ increased demand
for credits to meet their funding need and tightened financial conditions drove up the financing
costs.

Policy Measures Taken to Maintain Financial Stability
Many countries and international bodies took steps to ensure the flow of fund transfers from
financial markets to the real economy by supporting the credit intermediation activities. During this
process, central banks and other regulatory authorities acted promptly to minimize the impact of
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the pandemic on financial markets and the corporate sector through broad sets of measures, led by
policy rate cut decisions and liquidity support in particular. Among these measures are the liquidity
support to markets and banks via various channels, swap lines among central banks, asset
purchases, providing banks with flexibility to use capital and liquidity buffers, release of
countercyclical capital buffers, and reductions of reserve requirement ratios (Chart II.1.I.1).
Chart II.1.I.1: Distribution of Policy Measures Taken in Response to the Coronavirus Outbreak in Selected Countries
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(I) Operational business continuity measures include business continuity plansand reducing operational burdens such as reporting and supervisory activities.
(II) Support to businesses policies include countries implementing any arrangement such as corporate tax reduction, wage subsidies, tax relief and deferral of

tax payment, low-interest loans, cash support, and direct aid (grants) to affected businesses.
(III) Support to the functioning of capital markets includes measures such as short selling bans and circuit breakers.
(IV) Measures in the Euro Area include measures taken by all the jurisdictions that are members of the Euro Area or by the ECB.

The most intensely employed policy measures by countries are shown in the Annex table (Table
II.1.I.1). These measures include steps to reduce the operational burdens in addition to business
continuity measures aimed at boosting operational resilience, providing liquidity support to
markets or financial institutions, restructuring of loan terms, and support packages for businesses
in various forms. Monetary and fiscal policy measures are employed concurrently with regulatory
measures. Standing as another widely used instrument during this process, policy rate cuts were
delivered to support growth and employment predominantly by bolstering consumer confidence
and reducing the financing cost. At this stage, it is notable that the functioning of the credit channel
through financial institutions was on the forefront of the measures while possible secondary effects
on banks’ balance sheets due to increased credit risk were put on the back burner.
Selective credit support for businesses was launched in the form of providing loans to SMEs in
certain sectors – tourism, food and transport in particular – via banks after the pandemic. In many
countries, risk weights for sectoral loans were reduced to support banks’ capital adequacy,
particularly for sectors related to the manufacturing of medicines and medical supplies.
Postponement of installment payments of SME loans and long-term housing loans to underpin the
payment capacity of borrowers, extension of debt repayments, and reduction of fees and
commissions for new utilizations of these loans are among other measures introduced. In addition,
credit card limits were increased and interest rates and fees for credit card spending were reduced
to relieve households.
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To mitigate a likely market liquidity risk caused by the demand for the US dollar so that it will not
affect all markets via triggering panic selling, swap lines were activated among central banks of 171
countries, thereby establishing mechanisms that will allow these countries to access US dollar
liquidity swiftly in case of need. Many of these countries have not used currency swap limits so far
but the environment of confidence created by the availability of this facility is intended to decrease
the volatility in the markets.
During the pandemic, a number of amendments were made to ease the regulatory framework that
banks are subject to. In this context, several changes were introduced such as providing flexibility
for capital and liquidity liabilities, lowering the countercyclical capital buffer to zero or reducing it,
and confirming that it will not be increased for a while. The Bank of England lowered the
countercyclical capital buffer rate to 0%, which was 2% in December 2019, to support banks' loan
supply conditions, and pledged that it would maintain this rate for at least 12 months.2 On the
other hand, many countries reduced the credit risk weights and encouraged banks to extend more
loans with the excess capital released by the reduction of risk weights. In addition, banks’ FX
reserve requirement (RR) ratios were cut to maintain FX liquidity in the market.
Many central banks in advanced countries also took several measures to mitigate the impact of the
pandemic on financial markets. Purchases of government bonds constitute another measure
introduced by central banks to alleviate the impact of possible capital outflows from bond markets.
As announced on 17 and 18 March 2020, the Fed established a Primary Dealer Credit Facility
(PDCF), a Commercial Paper Funding Facility (CPFF), and a Money Market Mutual Fund Liquidity
Facility (MMLF) to meet the credit needs of households and businesses. Accordingly, primary
dealers were offered a funding facility, and issuers of credits for households and businesses were
provided with a liquidity backstop through a special purpose vehicle (SPV). These measures that the
Fed introduced as part of a clear plan were intended to support the cash flows and debt repayment
capacities of households and firms as well as to increase the functioning of and liquidity in shortterm funding markets. Moreover, to prevent market liquidity problems from triggering a new wave
of panic selling, the Federal Reserve Bank of Boston started to make loans available to eligible
financial institutions secured by high-quality assets purchased by the financial institution from
money market mutual funds.3
The ECB temporarily allowed supervised banks to fully use capital and liquidity buffers to ensure
that they can continue to fulfil their role in funding the real economy. Accordingly, the ECB eased
the level of capital, the capital conservation buffer and the liquidity coverage ratio for banks. The
ECB also stated that it expected banks to use the excess capital coming up from these measures to
support the real economy, and also expected them to limit their dividend distributions.4
Meanwhile, the European Banking Authority (EBA) decided to postpone the 2020 EBA stress test
for EU banks. Additionally, countries such as the UK, Germany and France also launched funding
schemes to support the non-bank financial sector. The majority of these schemes were designed to
address FinTech companies.
Besides countries, international organizations also introduced some measures and provided various
recommendations to counter the coronavirus outbreak. The communiqué released following the
virtual meeting of the G20 Finance Ministers and Central Bank Governors held on 15 April 2020
stated that all available policy tools could be used to support the global economy, boost
confidence, maintain financial stability and prevent deep economic effects. At the meeting, finance
1 Total

of swap lines established with the Fed and swap arrangements among other central banks.

2 https://www.bankofengland.co.uk/news/2020/march/boe-measures-to-respond-to-the-economic-shock-from-COVID-19

https://www.bankofengland.co.uk/markets/market-notices/2020/term-funding-scheme-market-notice-mar-2020
3 https://www.federalreserve.gov/monetarypolicy/fomccalendars.htm and https://www.newyorkfed.org/markets/opolicy/operating_policy_200312a
4 https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200312~45417d8643.en.html
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ministers and central bank governors also endorsed the G20 Action Plan that sets out the key
principles for measures taken in response to the COVID-19 pandemic.
The FSB is contributing to the assessment of risks and vulnerabilities by ensuring continuous
sharing of information about risks to financial stability and the measures taken by authorities, and it
is contributing to the process by coordinating the measures to be taken to maintain global financial
stability. To support highly vulnerable economies, the IMF offered short-term liquidity facilities as
well as emergency financing facilities provided through various means such as the rapid credit
facility and the rapid financing instrument. Moreover, to enhance exchange of information and
experience, the IMF and the OECD published policy measures tracking sets while the BIS started to
inform its members of up-to-date developments about policy measures via weekly bulletins.
The Basel Committee on Banking Supervision (BCBS) extended the implementation timeline of the
outstanding Basel III standards by one year. Additionally, it emphasized that countries could use
capital and liquidity buffers but the gains from post-global financial crisis reforms should be
maintained. The BCBS published technical clarifications on how the measures by governments,
such as postponement of payments and provision of state guarantees on loans, would be reflected
in the calculation of regulatory capital requirements. Accordingly, it was decided that in both the
standardized and internal ratings-based approaches for credit risk, the relevant sovereign risk
weight should be used for loans subject to sovereign guarantees. In addition, it was announced that
the debt payment moratorium periods due to the pandemic could be excluded from the number of
days past due set at 90 days for NPLs. The Committee warned that while calculating expected
credit losses due to economic difficulties and uncertainty caused by the pandemic, banks should
not adopt a mechanistic approach and should take into account long-term economic trends. The
Committee and IOSCO also agreed to extend the deadline for completing the final two
implementation phases of the margin requirements for non-centrally cleared derivatives by one
year to 1 September 2022.

Financial Implications of the Pandemic and Potential Risks
The pandemic brought economic activity to a halt in many sectors due to compulsory quarantine
and isolation decisions taken by countries. Financial markets are expected to experience a sharper
contraction in global economic activity than during the global financial crisis period. This expected
contraction is defined as the biggest economic recession since the Great Depression in 1929 (IMFWEO, 2020). An announcement by the European Commission put it that mobility restriction
measures in EU countries helped reduce the spread of the pandemic but they also created a
substantial economic cost that amounted to EUR 3 trillion by April. According to an assessment
based on the ratio of policy measures in countries to their 2019 GDP (total of package size, cost of
deferrals and liquidity measures), this ratio reached 12.2% in the US, 20.8% in the UK, and 50.1% in
Germany.5
The first-round effects of the pandemic on financial markets reveal that banking and insurance
sectors as well as financial service providers across the globe have not seen a considerable rise in
risks yet, whereas risks for portfolio management companies and the corporate sector have
increased (IMF-GFSR, 2020). However, being able to predict the second-round effects of the
pandemic on credit intermediation activities, portfolio investments, and financial service providers
is important. In this context, due to margin calls and the deterioration in cash flows, non-bank
financial institutions that operate with funding sources relying on bank funding and/or
securitization may face setbacks in their credit intermediation activities that became prominent in
the aftermath of the global financial crisis. Fund outflows caused by early redemption demands
5 https://www.bruegel.org/publications/datasets/covid-national-dataset/.

Estimations do not include the volume of asset purchase programs of central

banks.
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from portfolio investors may increase the contagion risks concerning portfolio management
companies and further affect the market liquidity adversely by triggering panic selling. Measures
addressing the non-bank sector are very important to prevent vulnerabilities that materialize
mostly in the form of liquidity risk in the first phase of the shock from translating into solvency risk
in the following phases. The private sector indebtedness has increased by 50% on a global scale
since 2008 to USD 72 trillion, which has initiated a debt spiral by negatively affecting the debt
rollover capacities of businesses shut down due to the pandemic. This is considered an important
risk to financial stability.
On the other hand, although various analyses show that the risk management framework of
financial infrastructure providers has been operating well so far without any problem in their
liquidity, the heightened concentration risk in central counterparties should not be ignored. It is
important to monitor the credit risk carried by central counterparties regarding the risks that may
increase through the interconnectedness channel and the counterparty risks that may occur.

Conclusion
To conclude, it is observed that all the relevant authorities in many countries have taken several
measures against the pandemic with a broad set of tools, and these measures have contributed to
global financial stability by reducing excessive volatilities in the markets as well as supporting the
economic activity and employment via the continuation of direct credit intermediation activities.
During the period of the pandemic spread, capital outflows from EMEs lost momentum after the
introduction of these measures. Although Basel III banking reforms have strengthened the capital
structure of banks, improved liquidity management and enabled banks to be more resilient
compared to the global financial crisis period, the NPL problem that may arise in corporate sector
loans may strain banks' capital and liquidity positions if the pandemic is prolonged. In this context,
the second-round effects of the measures taken to counter the increasing vulnerabilities in the
corporate sector on banks should be taken into account, and the policy measures should both
support economic activity and maintain financial stability in a balanced manner. It is critical that the
liquidity created is used in a proportional and selective manner based on the needs of the targeted
sectors. The legal requirements that the international banks are subject to and their reluctance to
lend abroad may have a negative impact on the loans provided to banks in EMEs. Supporting the
effectiveness of the measures with simultaneous health sector measures and fiscal policy measures
will continue to be important to contain the risks to financial stability.
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ANNEX
Table II.1.I.1: Selected Countries’ Policy Measures in Response to the Coronavirus Outbreak
Monetary Policy

Policy
Liquidity
Rate
Support
Cuts
US

√

Germany

Swap Lines

Reductio
n of RR

√

√

√

√

√

Argentina

Asset
Support to
Restructuring of
Purchas
Businesses
Loan Terms
(I)
es

(IV)

√

√

√
√

√

√

√

Brazil

√

√

√

√

Indonesia

√

√

√

√

√

France
S. Africa

√

√

S. Korea

√

√

China

√

√

India

√

√

√

√

√

UK

√

√

√

√

√

√

√

√

√

√
√

√

√

√

√

√

√

Mexico

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√
√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√
√

√
√

√
√

√

√

√

√

√
√

√
√

√

√

√

√

√

√

√

√

√

√

√

√

Singapore

√

√

√

Canada

Russia

√

√

Italy
Japan

√

√

√

√

√

√

√

Switzerland

√

√

√

Spain

Operational
Business
Continuity
Measures (II)

√

√

√
√

√

Support
to Capital
Markets
Functioni
ng (II)

√

√

√
√

Sweden

√

√

Encourage
ment to
Use Capital
and
Liquidity
Buffers
√

Capital Operational
Market Resilience

√

√

Netherlands
Hong Kong

√

√

√
√

√
√

√

Australia

Governm
Easing of the
ent
Countercyclic
Guarante
al Capital
es on
Buffer
Loans

√

√

Euro Area

Macroprudential
Measures

Fiscal Policy

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

√

Saudi
Arabia

√

√

Turkey

√

√

√

√

√

√

√

√

Total
Number of
Countries

15

20

17

8

14

19

19

18

√

7

√

√

√

18

13

25

Sources: FSB, IMF Policy Tracker data set, websites of central banks
Support to businesses policies include countries implementing any of the arrangements such as corporate tax reduction, wage subsidies, tax relief and deferral
of tax payment, low-interest loans, cash support, and direct aid (grants) to affected businesses.
(II) Support to the functioning of capital markets includes measures such as short selling bans and circuit breakers.
(III) Operational resilience measures include business continuity plans and reducing operational burdens such as reporting and supervisory activities.
(IV) Measures in the Euro Area include measures taken by all the jurisdictions that are members of the Euro Area or by the ECB.
(I)
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II.2 Main Domestic Macroeconomic Developments
Economic activity displayed a moderate and gradual recovery trend in 2019 and mostly maintained its
robust course in the first quarter of 2020, covering the current Report period. Net exports, which
significantly contributed to growth in the first half of 2019, had a dampening effect on annual growth in
the third and fourth quarters of the year due to the rebound in imports. Meanwhile, domestic demand
stood as the main driver of growth on the back of the improvement in financial conditions and the
acceleration in loans (Chart II.2.1). Most recent indicators show that the strong course of economic
activity also continued in January and February 2020, backed by improved financial conditions (Chart
II.2.2). However, as suggested by leading indicators for the manufacturing industry and the services
sector that was particularly affected by the pandemic, the coronavirus outbreak is expected to have had a
significant dampening effect on economic activity and the labor market as of mid-March through supply
and demand channels. As detailed in Section II.1, advanced economies and EMEs introduced
expansionary monetary and fiscal measures to counter the marked weakening in global economic activity
and growth outlook amid the economic and financial uncertainty caused by the pandemic (Box II.1.I). The
recent monetary and fiscal measures implemented in Turkey to contain the adverse effects of the
pandemic-related developments are expected to contribute to financial stability and post‐pandemic
recovery by supporting the production potential of the economy (Box I.1.I).
Chart II.2.1: Annual GDP Growth and Contribution to
Growth from the Expenditure Side (% Points)

Source: TURKSTAT.
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Chart II.2.2: Selected Leading Indicators Regarding
Economic Activity

Sources: CBRT, IHS Markit-ICI, MUSIAD
Last Observation: 04.20
Note: CUR: Manufacturing Industry Capacity Utilization Rate (%),
PMI: Manufacturing Industry Purchasing Managers’ Index, PUMAX‐
Services: Services Sector Purchasing Managers’ Index. The value 50 in
PMI and PUMAX takes the previous month’s level as basis. Values
above/below 50 indicate a month‐on‐month increase/decrease in
economic activity.

In addition to fiscal incentives and measures that support the recovery in economic activity, the increase
in public expenditures was also reflected in budget indicators, with annualized primary expenditures
standing significantly above tax revenues since the last quarter of 2018. Consequently, the ratio of budget
deficit to GDP, which had been almost flat until late 2018, has tended to increase from 2019 onwards
(Chart II.2.3). Due to increased expenditures to mitigate the adverse effects of the pandemic and
expected income losses to be driven by the weakened economic activity, the budget deficit is projected
to increase significantly in the second quarter of 2020 in particular.
In the labor market where the impacts of economic rebalancing are observed with a lag, the recovery
trend became visible as of the third quarter of 2019. The employment incentives and measures coupled
with the decline in the labor force participation rate contributed to the fall in unemployment rates in this
period (Chart II.2.4). However, the pandemic is projected to affect employment negatively starting from
the second quarter of 2020 while measures to maintain employment such as short-time work allowances
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and employment oriented loans in particular are expected to curb the adverse effects of suspended
activity -especially in the services sector- on the employment market (Boxes III.1.I and IV.1.II).
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Chart II.2.3: Central Government Budget Indicators (12Month Cumulative, Billion TL and %)

Last Observation: 02.20

Note: GDP data for 2020Q1 is the CBRT's estimate.

The real depreciation in the TL observed since the second half of 2017 has provided a significant price
competitiveness advantage to FX-earning sectors such as exports and tourism (Chart II.2.5). In an
environment where the weakening global growth outlook has somewhat slackened external demand,
competitiveness gains, exporters’ flexibility in diversifying their markets, and the robust course of tourism
registered until 2019 have positively affected exports of goods and services in that period. While import
demand continued to increase on the back of the recovery in domestic demand, the current levels of the
real exchange rate have curbed the rise in imports (Chart II.2.6). The marked slowdown in domestic
demand during the pandemic period will substantially weigh on imports in the upcoming period. On the
other hand, export opportunities may be limited as Turkey’s external markets are expected to contract
due to the decline in external demand driven by the weakened global economic activity led by the
coronavirus outbreak as well as the decrease in demand in crude oil producing countries driven by the fall
in oil prices. Given the impact area of the pandemic and the current levels of oil prices, demand from our
export markets such as the Middle East and Africa as well as Russia may also remain weak in the
upcoming period. However, exporters’ flexibility in diversifying their markets and competitiveness gains
are expected to mitigate these unfavorable effects to some extent.

CPI EMEs-based

Exports (LHA)
Tourism Revenues (Net)

Source: CBRT

Last Observation: 03.20

225

22

200

19

175

16

150

13

125

10

03.20

03.20

09.19

03.19

09.18

03.18

09.17

03.17

50

25

09.19

65

250

09.18

80

28

03.18

95

Imports (LHA)

275

09.17

110

03.17

CPI-based
CPI dev. countries based
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03.19
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Sources: CBRT, TURKSTAT
Last Observation: 03.20
Note: For foreign trade, exports (f.o.b.) and imports (c.i.f.) data
according to the general trade system have been used.
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In the rebalancing process accompanied by a growth composition with increased export contribution, the
current account balance posted a significant improvement starting from the second half of 2018 (Chart
II.2.7). The recent fall in crude oil prices is expected to stand as another factor that will support the
current account balance over the coming period in addition to competitiveness. Prices in the tourism
sector, which are more competitive compared to peer countries, have markedly boosted tourism
revenues in recent years. On the other hand, the rapid slowdown in tourism activities led by pandemic
measures that have strained global mobility and the expected shift in holiday preferences towards
small/boutique establishments are projected to have a negative impact on Turkey’s tourism revenues,
albeit for a temporary period. Against this background, it is estimated that the current account will follow
a moderate course in 2020 and will not cause an external financing need in the second half of the year.
The current account has posted a surplus in annualized terms since the second quarter of 2019, which
has reduced the financing need. An analysis of the financing structure of the current account reveals that
the contribution of direct investments continues in recent months despite a decline, net portfolio
outflows have been registered as of the first quarter of 2020, and there has been a net payer position in
cash loans due to demand-driven fall in debt rollover ratios whereas net inflows has been witnessed in
other investments on the back of currency and deposits (Chart II.2.8). Portfolio outflows in EMEs
triggered by decreased risk appetite have also been likewise reflected in Turkey’s data. Portfolio outflows
in Turkey observed since early 2019, have accelerated during the pandemic period and led to fluctuations
in exchange rates and FX reserves. However, the fact that the non-residents’ share in both TL money
market and domestic bond-bill markets has receded to the lowest level in recent years may significantly
alleviate the impact of portfolio outflows on exchange rates and FX reserves.
Chart II.2.7: Current Account Balance (12-Month
Cumulative, Billion USD)

Chart II.2.8: Financing Sources of Current Account
Balance (12-Month Cumulative, Billion USD)

Source: CBRT
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In the current Report period, the inflation outlook continued to improve and consumer inflation, which
had dropped to 8.55% in October 2019, increased to a limited extent in the following months particularly
due to the base effect. Aggregate demand conditions, commodity prices and the fall in inflation
expectations were the main drivers of the favorable outlook in inflation. The weak course of fresh fruit
and vegetable prices observed since the second half of 2019 also contributed to this decrease. In line with
the continued improvement in the inflation outlook, the CBRT has delivered gradual rate cuts since July
2019 and gradually reduced the one-week repo rate from 24% to 8.25% as of May 2020 (Chart II.2.9).
With global financial conditions displaying a more favorable outlook due to expansionary tendencies in
global monetary policies, the demand and risk appetite for financial assets of EMEs were relatively strong
until early 2020. On the other hand, in addition to the effects of protectionist measures in trade,
geopolitical developments and the Brexit process in the previous period, the pandemic-led global
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economic uncertainties and risk aversion tendency in the recent period have increased the need for
liquidity, causing fluctuations in portfolio flows to EMEs. In fact, due to these uncertainties, the
downtrend in Turkey’s risk premium and options-implied exchange rate volatility reversed starting from
the early months of 2020, with the risk premium increasing significantly in particular (Chart II.2.10). The
likely improvement in global liquidity conditions, particularly due to expansionary monetary policies
implemented by advanced economies, is expected to suppress risk premiums with the improved outlook
in the post‐pandemic normalization process.

CBRT Weighted Average Funding Rate

CDS (LHA)

Sources: CBRT, TURKSTAT
Last Observation: 21.05.20
Note: WAFR shows the monthly average values weighted by daily
amounts of funding.
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III. Non-Financial Sector
In the current Report period, household financial assets continued to grow more strongly than household
financial liabilities. Accordingly, the household leverage ratio that had been on the decline for a long time
decreased further to below 37%. The largest contribution to this decrease on the assets side came from
TL savings deposits. On the other hand, investors’ limited inclination towards gold, which is considered a
safe haven, occurred due to heightened uncertainty and decreasing risk appetite led by the coronavirus
pandemic. Thus, despite a relatively low share in the household portfolio, contribution of precious metal
deposit accounts to household assets raised on account of the increase of prices in international markets.
While the largest contribution to growth in liabilities came from general-purpose loans that posted a
significant increase, they were followed by housing loans. The growth in liabilities is attributed to the base
effect, cuts in loan rates, the limited improvement posted in employment conditions in the pre-pandemic
period and the Basic Need Support Loans that started to be extended as a part of public incentives during
the pandemic. With a household indebtedness ratio of 14%, Turkey continues to rank significantly lower
than the EME average.
Regarding corporate sector developments, the recovery trend seen in the manufacturing industry
production in 2019 continued until March 2020, when the coronavirus outbreak started to take its toll on
Turkey. The improvement in corporate sector confidence indices continued in the first quarter of the
year, particularly in the construction sector with a more visible uptrend compared to other sectors due to
the base effect. While domestic market orders accelerated in line with the economic activity and turned
positive, the pandemic-driven contraction in the global demand started to affect muted export orders.
Significant declines started to be seen in manufacturing industry capacity utilization rates and real sector
confidence indices in the second quarter due to the reverberations of the pandemic. Accordingly, given
the receding external and domestic demand, it is assessed that investment expenditures can be delayed
for an extended period despite measures supporting financial conditions, and increased public incentives.
In the current Report period, corporate sector firms’ FX debt burden continued to decline and the net FX
short position decreased by USD 29 billion to USD 170 billion from USD 199 billion of the same period last
year, mainly driven by the decline in FX loans obtained from the domestic market. Total FX loans consist
mostly of loans with maturities longer than five years, which continues to be a favorable factor for
management of the corporate sector’s foreign exchange rate risk. The share of domestic TL loans with
shorter than one-year maturity reduced on the back of relatively longer maturities offered by credit
support packages. Due to the effects of the pandemic, since the second half of March, the easing in
financial conditions has partially weakened, and the financial sector’s risk perception has increased over
the likelihood of loss of income and cash flow problems to be incurred by the corporate sector. In the
meantime, credit costs declined and the demand for TL commercial loans further increased on the back
of the CBRT policy actions and the announcement of credit support packages. In the period ahead, it is
expected that the favorable credit supply conditions will remain in place and the credit mechanism will
continue to function effectively.
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III.1 Household Developments
About three quarters of the financial assets of households are composed of savings deposits, while retail
loans account for almost all liabilities. In this Report period, annual rates of growth in household assets
and liabilities were high with the contribution of base effect. By March 2020, the annual real growth in
household financial assets and liabilities stood at 15% and 7%, respectively (Chart III.1.1). Growth was
mainly driven by deposits on the assets side and by the increase in general-purpose loans on the liabilities
side.
Due to the coronavirus outbreak, the easing in financial conditions halted amid increased uncertainties in
global markets while the risk perception regarding the financial markets and products of EMEs rose.
Movement restrictions and the associated changes in consumer behavior as well as the increased level of
consumer prudence have led to a fall in aggregate demand. Consequently, the rebound in retail loans was
replaced by an inertia as of mid-March 2020. In this context, as individuals spent most of their time at
home in line with the social isolation practice and cut down on their expenditures other than on basic
needs, the rise in individuals’ liabilities lost pace starting from March. Given the other country examples
regarding the spread and control of the outbreak as well as its evolution in Turkey, it is projected that the
impact of the pandemic-led developments may ease off in Turkey in the second half of the year.
The growth in assets has outpaced the growth in liabilities since 2014 with the contribution of
macroprudential policies. Accordingly, the rapid decline in the household financial leverage ratio
observed particularly since 2018 continued, albeit at a slower pace in the current Report period. This ratio
fell below 37% as of March 2020.
Chart III.1.1: Growth Rates of Households' Financial Assets and
Liabilities, and Financial Leverage Ratio (Annual % Change, % Share)
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Sources: CBRT, BRSA, CMB, MKK, TOKİ
Last Observation: 03.20
Note: The leverage ratio refers to the ratio of average liabilities to average financial
assets in the last 12 months. Real growth rates have been calculated using the CPI.
Monthly average exchange rate data are used in calculations. The last observation is
01.20 for TOKİ and 02.20 for asset management companies.

On the other hand, Turkey’s total household indebtedness, which stood at 14.2% as of September 2019,
remains well below the average of EMEs that is 41.3% (Chart III.1.2). This ratio is considered to support
financial stability. The accumulated gains from macroprudential policies implemented since 2009 to
address household indebtedness have played an important role in achieving this low level. The change
over the last two years reveals that household indebtedness in Turkey is on a downtrend and diverges
positively from selected EMEs.
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Chart III.1.2: Indebtedness of Countries (%, Points)
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The annual growth rate of retail loans, which constitute the most important component of household
financial debts, was around 22.6% by 17 April 2020 while the nominal growth rate of savings deposits
continued to increase and came close to 30% in this Report period (Chart III.1.3). In this Report period,
policy rate cuts led by the continued improvement in the inflation outlook spilled over into loan rates
through the transmission mechanism. Consumer loan rates continued to decrease amid the dwindling
funding costs of the financial sector (Chart III.1.4). Against this background, loan rates started hovering
below their historical average but the increased risk perception driven by the pandemic in March 2020
created a slight upward pressure on interest rates for a temporary period. Meanwhile, the CBRT’s rate
cuts and comprehensive liquidity measures in March and April 2020 helped contain the adverse impact of
the pandemic on funding costs while incentivized credit schemes led by public banks facilitated lowincome households’ access to credits. The downtrend in savings deposit rates continued, albeit at a
slower pace. As of March 2020, TL savings deposits grew by 27% in annual terms while the TL equivalent
of FX savings deposits rose by 18.1% (Table III.1.1). Due to the determining effect of the increase in TL
savings deposits, the FX-adjusted growth of savings deposits accelerated in the current Report period and
converged to 25%.
In line with these developments, the consumer loan-savings deposits rate spread increased modestly.
Additionally, postponed demand started to transform into spending in the pre-pandemic period due to
the fall in loan rates. This transformation became visible through the growth of housing and generalpurpose loans in particular. With the emergence of the first pandemic cases in Turkey in March,
households widely adopted social isolation practices and cut down on their expenditures other than on
basic needs. This started curbing the retail loan growth that decelerated due to demand-driven factors.
However, it is projected that the Basic Needs Support Loans launched by public banks as of 30 March
2020 under the Treasury-backed CGF guarantees will contribute to growth rates of general-purpose
loans.
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Chart III.1.4: Consumer Loan and Savings Deposit Rate
Developments (%)
Spread

Sources: CBRT, BRSA
Last Observation: 17.04.20
Note: FX savings deposits have been adjusted for exchange rate with
the (0.6 * USD + 0.4 * euro) currency basket.
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As of March 2020, household financial assets rose by almost 30% on an annual basis (Table III.1.1). The
largest contribution to this rise came from TL savings deposits by 11 points. Due to the markedly
slackened deposit dollarization observed since June 2019, the growth in the TL equivalent of FX savings
deposits remained rather limited at 18% and stood below the total growth in assets. Nevertheless,
following the TL savings deposits, this item made the second largest contribution to the growth in
household assets with 6.6 points, on the back of the depreciation in the TL. The volatilities and
uncertainties in financial markets caused by the coronavirus outbreak boosted the demand for gold in
international markets. Depositors’ preference for gold savings that also increased in Turkey consistent
with global tendencies, coupled with the surge in international gold prices, pushed the annual growth in
this item above 100%. Accordingly, it made a contribution of 4.3 points to the growth in household
financial assets, including the price impact.
Table III.1.1: Households’ Financial Assets
03.19
Billion TL
Total Assets
TL Sav ings Deposits
FX Sav ings Deposits
- (Billion USD)
Precious Metal Deposits
- (Billion USD)
Bonds and Bills
- Public Sector
- Priv ate Sector
Mutual Funds
Pension Mutual Funds
Other Mutual Funds
Equity Securities
Repo
Currency in Circulation

1493.2
607.6
547.4
100.6
47.5
8.7
42.9
13.6
29.3
139.8
85.6
54.2
63.2
1.8
42.9

03.20
Perc.
Share
100
40.7
36.7
3.2
2.9
0.9
2.0
9.4
5.7
3.6
4.2
0.1
2.9

Billion TL
1929.1
771.9
646.3
102.4
111.8
17.7
44.2
17.8
26.4
203.0
113.9
89.1
84.2
2.6
65.1

Percentage
Perc.
Share
100
40.0
33.5
5.8
2.3
0.9
1.4
10.5
5.9
4.6
4.4
0.1
3.4

Change
29.2
27.0
18.1
1.8
135.3
102.8
3.0
31.2
-10.1
45.2
33.1
64.4
33.2
42.2
51.8

Cont. to
Change
(Point)
29.2
11.0
6.6
4.3
0.1
0.3
-0.2
4.2
1.9
2.3
1.4
0.1
1.5

Source: CBRT, CMB, MKK
Last Observation:03.20
Note: Exchange rate is obtained by the averages of daily data in the respective month. Pension mutual funds
show the total funds of participants in the PPS and the AEPS, excluding state contribution.

In the current Report period, TL savings deposits consistently increased whereas FX deposits took a
downturn particularly in the first quarter of 2020. Despite the rise in the exchange rate and FX volatility
as well as the fall in TL deposit rates, the share of TL savings deposits in total deposits continued to trend
upwards (Chart III.1.5). In addition, it is assessed that the deposit dollarization may be contained by the
fall in inflation rate driven by the impact of the improvement in inflation expectations, decline in
commodity prices and the output gap on consumer prices. On the other hand, the recent increase in TL
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savings deposits is attributed to the fact that households preferred to boost their cash assets by using
Basic Needs Support Loans to pre-finance their future fixed payments as well as to the fact that they
postponed their expenditures other than the basic consumption ones. Another factor that is believed to
be in play is that public transfer payments made during the pandemic period have not been fully
translated into spending yet due to social isolation practices. The precautionary credit demand is
projected to decrease in the upcoming period once the pandemic is taken under control and the
economic activity resumes its normal course, while the rate of growth in TL savings deposits is expected
to decelerate and rebalance on the back of increased spending.
A breakdown of household deposits by amount reveals that TL deposits grew at a higher rate in the last
six-month and one-year periods as of March 2020 (Chart III.1.6). In both periods, the growth was not
limited to high-amount deposits but was diffused.
Chart III.1.5: Breakdown of Resident Households' Savings
Deposits by TL and FX (% Share, TRY)
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Boosted by the state contribution provided under the private pension system (PPS) since 2013 to
encourage domestic savings, households’ savings in the PPS system grew further in this Report period
(Chart III.1.7). The number of PPS participants and the amount of pension funds did not register any
unusual change as of March when economic activity decelerated due to the rapid spread of the outbreak.
This indicates that individuals stayed in the system and maintained their PPS savings in this period. The
number of people in the system has been stable at around seven million since end-2017, as the number
of new entrants and the number of people leaving the system after retirement have balanced out.
Additionally, new inclusions in the system through the Auto-Enrollment Pension Scheme (AEPS) also
offset the effect of exits from the system on the total amount of accumulated funds in the system. As of
17 April 2020, the amount of PPS funds increased year-on-year by 34% to TRY 109.7 billion. The number
of people enrolled in the system via the AEPS, which was introduced in 2017 to boost individual savings,
reached almost five and a half million while the amount of funds thus formed in this system consistently
increased to more than TRY nine billion (Chart III.1.8).
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Chart III.1.7: Private Pension System (%, Million People)
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The BIST 100 index, which had increased in the second half of 2019, dropped in the first quarter of 2020
due to large capital outflows across the EMEs in general (Chart III.1.9). In the same period, households'
equity securities portfolio maintained its end-2019 value while their equity securities investments
adjusted for price movements continued to increase.
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Source: CBRT
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Note: Real equity portfolio has been adjusted for value changes in the stock market
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Households' financial liabilities rose year-on-year by 20.2% by March 2020 while the share of generalpurpose loans in liabilities significantly increased in the current Report period (Table III.1.2). The rise in
liabilities was mainly driven by the base effect and credit conditions as well as the improvement in
employment conditions in the pre-pandemic period. While general-purpose loans contributed by 13.3
points to this rise, housing loans constituted another important item with their contribution of 4.6 points.
Changes in personal credit card (PCC) balances contributed to liabilities to a more limited extent, and
vehicle loans shrank in this period. On the other hand, amid aggravated impact of the pandemic as of
March, the retail loan growth decelerated only moderately due to the positive effect of credit support
packages despite the dampening effect of increased social isolation and channeling of consumption
expenditures towards basic needs. While the retail loan growth was spread across the sector in the prepandemic period, it has been predominantly driven by public banks since April due to the determining
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effect of campaigns such as the Treasury-backed and CGF-guaranteed Basic Needs Support Loan scheme.1
It is assessed that clients that are more in need may account for a larger part of loan demand during the
pandemic due to campaigns particularly addressing individuals with income below a certain level.
Accordingly, this may change the client composition of retail loans. Meanwhile, the amounts of credits
under the said credit scheme are set in proportion to income, which is deemed to safeguard debt service
capacity and banks’ asset quality outlook. In the upcoming period, depending on the deceleration in the
spread of the pandemic, the recovery in economic activity and developments in the employment market
will determine the asset quality indicators for retail loans. In the current Report period, policy measures
to contain the income and employment losses of households support the outlook.
Table III.1.2: Households' Financial Liabilities
03.19
Billion TL

03.20

Percentage
Share

Billion TL

Percentage Contributions

Percentage

Change

to Change

Share

Total Liabilities (Based on Type)

590.7

100.0

709.7

100.0

20.2

20.2

Housing
Vehicle
General Purpose
Personal Credit Cards
Asset Management Comp' Rec.

210.0
15.3
229.0
111.0
25.4

35.6
2.6
38.8
18.8
4.3

236.9
14.3
307.5
121.2
29.9

33.4
2.0
43.3
17.1
4.2

12.8
-6.5
34.3
9.2
17.6

4.6
-0.2
13.3
1.7
0.8

Total Liabilities (Based on Counterparty)

590.7

100.0

709.7

100.0

20.2

20.2

Banks
Financing Companies
TOKİ
Asset Management Comp'

526.8
14.2
24.3
25.4

89.2
2.4
4.1
4.3

644.6
10.5
24.7
29.9

90.8
1.5
3.5
4.2

22.4
-25.6
1.7
17.6

19.9
-0.6
0.1
0.8

Sources: CBRT, TOKİ
Last Observation:03.20
Note: Liabilities also include NPLs. The last observation is 01.20 for TOKİ, and 02.20 for asset management companies.

While consumers use finance company loans mostly for vehicle purchases, they have also opted for
finance companies for purchases subject to general-purpose loans since 2016 (Chart III.1.10). The share
of general-purpose loans extended by finance companies within total general-purpose loans remained
below 1% whereas their share in total finance company loans dropped to 33% from 36% in the current
Report period. Meanwhile, the balance of consumer loans obtained from finance companies since April
2019 has decreased across all items and contracted by 35% in total.
In the current Report period, average maturities in general-purpose loans continued to increase whereas
the uptrend in the maturities of housing and vehicle loans ended by 2020 (Chart III.1.11). In February
2019, the maximum maturity for general-purpose loans was extended to 60 months under
countercyclical arrangements, which caused the average maturity to increase in this item. As the
maximum maturity of loans under the Basic Needs Support Loan Package introduced as of April to
contain the impact of the pandemic on household financials has been set at 36 months, the average
maturities of general-purpose loans are projected to converge to 36 months in the upcoming period.

1 Under the

Basic Needs Support Loan Package through which public banks allocate retail loans, a single application is accepted for each family to reach
out to the wider public, and loans are allocated in lots of TRY 3, 5, 7 or 10 thousand according to the applicants’ income. A total limit of TRY 41 billion
was earmarked for these loans that started to be extended on 13 April, and approximately two million applications were approved in the first four-day
period. The average amount of loans per applicant, which is TRY 4 to 5 thousand currently, is expected to reach TRY 6 to 7 thousand following the
acceptance of applications for higher amounts of loans. Moreover, these loans are extended at a maturity of up to 36 months, with a grace period of six
months while the guarantee limit is 80% or 85% depending on the line of credit. Additionally, in the current period in which the corporate sector’s
activity has declined and the short-term employment allowance practice predominantly kicked in, these packages are important in terms of supporting
the routine expenses of low-income citizens in particular (Box III.1.I).
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Chart III.1.10: Consumer Loans Extended by Finance
Companies Based on Type (% Share)
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Housing loan rates continued to decrease in the current Report period due to various campaigns.
Meanwhile, housing sales, which were brisk in this period relative to previous years, dropped in the first
quarter of 2020 and converged to their levels in September 2019 (Chart III.1.12). On the other hand, the
sales share of mortgaged houses rose due to the relatively mild course in mortgage sales.
Chart III.1.12: Housing Sale Statistics (%, Thousand)
First-Owned Sales (LHA)
Share of Mortgaged

Chart III.1.13: Change in PCC Balance (%)
Annualized Weekly Change (13 Week-MA)
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Annualized weekly change of the PCC balance continued to fluctuate and started to lose pace in the
second half of February. As of April, the PCC balance posted a sharp decline despite households’
increased preference for online shopping in line with the pandemic measures (Chart III.1.13). Accordingly,
nominal and real annual changes of PCC expenditures also decelerated. Considering the likely impact of
the coronavirus outbreak on the debt repayment capacity of households, the minimum payment rates for
credit card spending were reduced to 20% from 30% at the end of March (Box I.1.I). Still, the PCC balance
declined due to the shift in consumption preferences and priorities towards spending on basic needs in
line with the stay-at-home and social isolation practices in the same period, which reduced credit card
spending on non-food sectors (Section IV.I). On the other hand, taking the decline in credit card spending
in certain sectors as a leading indicator, that the contraction in domestic demand for some imported
goods-based items is believed to support the current account balance (Chart IV.1.12).
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Box III.1.I
Unemployment Insurance Fund and Short-Term Employment
Allowance
Introduction
The Unemployment Insurance Fund (Fund) is a resource that performs many functions
related to the changes in the employment status of insured employees and to their return to
employment. It is possible to summarize the roles the Fund plays in the labor and financial
markets under three main headings: The fund acts as a kind of insurance, contributing to the
protection of the purchasing power of employees in case of unemployment, part-time or
short-term employment via the allowance it provides to the employees during this period. On
the other hand, the Fund provides support to individuals in the transition to employment,
securing a job and developing themselves in their current jobs through active labor and onthe-job training programs. As a financial fund, it also contributes to financial depth and
instrument diversity in the current economic system.

Unemployment Insurance Fund and Unemployment Allowance
Although the unemployment allowance practice differs across the globe, it is shaped within
the framework of the economic structures of countries and is closely related to labor market
dynamics. Country practices vary depending on factors such as the terms of employment
duration and compulsory insurance as well as on voluntary or compulsory entry into
insurance coverage, maximum utilization period, and payment rates. However, country
practices share common points in that this practice is a method used to provide
compensation for unemployment, which is an important economic risk, is intended for the
protection of the income of the unemployed to a significant extent, and is a state-designed
system.
In Turkey, unemployment allowance is an insurance service through which financial benefit is
provided to insured employees who have lost their jobs through no fault or desire of their
own and applied to Turkish Employment Agency (İŞKUR) units in person or online within 30
days of the termination of their employment contract, and who fulfill the employment
contract and premium conditions. Besides the financial benefit, persons eligible to receive the
unemployment allowance are also provided with services to expedite the transition from
unemployment to employment, such as payment of general health insurance premiums,
finding a new job, and provision of vocational development and training courses.
In addition to the unemployment allowance, the Unemployment Insurance Fund is also used
to finance payments and programs such as short-term and part-time employment
allowances, Wage Guarantee Fund payments, active labor force programs, on-the-job training
programs, and payments of incentives and subsidies. On the other hand, premiums paid by
employees and employers, and the state contributions constitute the main income items of
the Fund. Under the active labor force program, vocational training courses are offered, and
trainees who have completed these courses can have a job through guaranteed or nonguaranteed employment programs. Entrepreneurship programs offer courses for individuals
who want to establish or develop their own businesses. Additionally, the Fund offers a
coaching service for the handicapped via projects on the employment of the handicapped
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and their adaptation to work and the workplace, thereby supporting them in their efforts to
start working and adapt to working life.
The coronavirus pandemic has damaged global supply chains and international trade in the
recent period. Due to supply-side and demand-side shocks in domestic and external markets,
many businesses in Turkey also had to suspend their activities for an indefinite period. This
brought to the fore the more active use of the short-term employment allowance, which is
financed with the Unemployment Insurance Fund. In this context, as of 23 March 2020,
employers were allowed to apply for the short-term employment allowance on the grounds
of force majeure. Due to this extraordinary period, premium payments and employment
contract requirements were also relaxed. Actually, similar flexibilities were also provided
during the global financial crisis for the same purposes, such as extending the benefit period
of the allowance and increasing the size of the allowance. On the other hand, related
processes were also expedited to finalize recent applications and pay the allowances to
employees in a speedy manner.1

Short-Term Employment Allowance
In cases of temporary shortening of the weekly working period in workplaces by at least onethirds or complete or partial suspension of operation for at least four weeks without any
condition of continuation, for the period when they cannot work, insured employees in those
workplaces are provided with income support and payment of their general health insurance
premiums under the short-term work allowance system for no longer than three months. A
general economic crisis, a sectorial crisis, a regional crisis or forces majeure constitute the
reasons to put the short-term employment allowance into effect.
In view of the impact of the coronavirus pandemic, the short-term employment practice was
introduced in the scope of “force majeure resulting from the period-specific situation due to
external causes”.2 For employees to benefit from this facility: (i) the employer should apply to
İŞKUR notifying that the working period in the workplace has substantially shortened or been
suspended, and labor inspectors should confirm compliance, (ii) employees should fulfill the
conditions regarding the employment period and unemployment insurance premium
payment by the date of the commencement of the short-term employment period, (iii)
employees should have paid unemployment insurance premium for 450 days in the last three
years, with the last 60 days being subject to an employment contract.
The daily short-term employment allowance corresponds to 60% of daily gross average
earning calculated by taking into consideration the earnings of the insurant for the last twelve
months subject to premium. The amount of this allowance cannot exceed 150% of the gross
amount of the monthly minimum wage. The short-term employment allowance lasts for as
long as the short-term working period, on condition that it does not exceed three months.

Revenues and Expenditures of the Unemployment Insurance Fund and Expenditures of
Short-Term Employment Allowance
By the end of 2019, the balance accumulated in the Unemployment Insurance Fund to be
invested in securities and cash fund assets amounted to TRY 131.5 billion (Table III.1.I.1). In

1Employers who demand

short-term employment on the grounds that they have been negatively affected by the coronavirus pandemic can apply for it
by sending the “Short-Term Empolyment Request Form” and the “List of Employees Subject to Short-Term Empolyment” via electronic mail. In addition,
the compliance evaluation of applications for short-term employment made due to the pandemic are conducted based on the relevant application
documents and annexes without on-site visits to the businesses and without preparing an incident report.
2Forces majeure refer to external causes-driven period-specific situations or causes such as earthquakes, fires, floods, landslides, epidemics, mobility,
etc. which are not based on employer’s conducts, and which cannot be predicted and thus are impossible to avert, and result in temporary shortening
of working time or complete or partial suspension of operations.
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2019, the total revenues and expenditures of the Fund were TRY 40.4 billion and TRY 36.5
billion, respectively. Accordingly, the Fund registered a total revenue growth of TRY 3.9
billion. Incentives and subsidies accounted for approximately 44% of the expenditures (TRY 16
billion) while unemployment allowance (TRY 10 billion) and training and active labor force
programs (TRY 9.6 billion) constituted 27% and 26% of the expenditures, respectively.
Through the Wage Guarantee Fund, part-time and short-term employment allowance, which
remain outside other expenditures, the Fund provided support to 24 thousand people on
average per month in 2019.
An analysis of revenue and expenditure statistics in the first three months of 2020 show that
the distribution of revenues and expenditures by items does not differ from the previous
years. As the short-term employment allowance was put into effect under the Economic
Stability Shield Package in the second half of March due to the aggravated impact of the
pandemic on domestic markets, this item is expected to register a rise in the upcoming
period. In fact, the number of people receiving this allowance significantly increased in April.
Table III.1.I.1 Unemployment Insurance Fund Revenue and Expenditure Statement and Stock Fund Assets (TRY Million,
Thousand People)
FUND’S REVENUES, EXPENDITURES
AND ASSETS
SECURITIES AND CASH FUND
ASSETS

FUND’S REVENUES

2019

January-March
2020

April 2020

127,644

131,542

131,973

133,223

2018

Revenues

Revenues

Revenues

Revenues

Employee and Employer Premiums

13,878

16,547

4,532

1,495

State Contribution
Interest Earnings
Other Revenues

4,626
15,108

5,516
16,832

1,511
4,252

498
3,384

1,016
34,629

1,471
40,365

312
10,606

82
5,459

TOTAL REVENUE

Expenditu
res

People

Short-Term Employment Allowance

5,866
1

5,451
4

10,006
192

7,656
227

2,641
59

1,798
139

1,598
723

592
2,591

Part-Time Employment Allowance
Wage Guarantee Fund Payment
Active Labor Force Programs

25
81
4,904

23
21

31
157
6,579

24
41

8
22
1,003

6
5

3
1
341

2
0.2

On-the-Job Training Programs
Incentives and Subsidies
Other Expenditures

1,852
10,709

3,039
16,058

939
5,378

326
1,176

267
23,705

405
36,468

126
10,175

41
4,209

FUND’S EXPENDITURES
Unemployment Allowance

TOTAL EXPENDITURE

Expendit
Expendi Peopl Expendit
People
People
ures
tures
e
ures

Source: İŞKUR
Latest Data: 04.20
Note: Unemployment allowance is paid for up to 10 months depending on premium payments, and short-term employment allowance
is paid for up to three months. The numbers of people in the table have not been singularized. It is estimated that a pro rata number of
people receive these allowances every year. Since the payments were made on the 5th of the month following the approval of the
application, they were reflected in the Fund’s assets in May. Accordingly, assets of the Fund amounted to TRY 129.5 billion by 6 May
2020.

In the second half of March, the short-term employment allowance was put into effect under
the Economic Stability Shield Package. From its introduction in 2005 to March 2020,
approximately 350 thousand people earned the right to receive the short-term employment
allowance. Of these people, almost 35% benefited from the allowance in 2009 when the
global financial crisis hit the labor markets, and approximately 56% in the rebalancing process
after August 2018.
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In the current period, more than three million applications were filed for short-term
employment allowance by 27 April 2020 on the grounds of pandemic-driven causes. Of these
applications, approximately 2.6 million were approved. It is projected that once the
employees whose applications are approved start to receive their allowance, the negative
impact of the pandemic on the labor market will be contained in the upcoming period.
Accordingly, this will support financial stability.
The Unemployment Insurance Fund relies on sources such as employee-employer premiums,
state contribution, interest earnings and covers the costs of all types of allowances and
programs included in its scope, while the assets of the Fund are invested in various items
(Table III.1.I.1). Time deposits and securities account for the largest share in the current
assets of the Fund. Financial fixed assets, which make up a large portion of the Fund’s assets,
are coupon government domestic debt securities (GDDS) that the Fund obtains either directly
through auctions or from the secondary market.3 In the June 2019 balance sheet, current
assets amounted to approximately TRY 41 billion while financial fixed assets amounted to
approximately TRY 89 billion. By the end of April 2020, 76.6% of tangible and financial assets
of the Fund were composed of bonds and 23.4% of them were composed of deposits.
The number of businesses that suspended their operations to prevent the spread of the
pandemic has increased since March 2020. The CBRT took the necessary steps to eliminate
the negative impact of the liquidity need on the GDDS market that may arise due to the
applications for short-term employment allowance in this period and new applications
expected in the upcoming period. According to the policy action taken under the measures
against the economic and financial impacts of the coronavirus on 31 March 2020, for a
temporary period, Primary Dealer (PD) banks have been allowed to sell the GDDS that they
have bought from the Unemployment Insurance Fund to the CBRT under the terms and limits
set by the CBRT (to be out of the scope of the limits set for the Open Market Operation
(OMO) portfolio), or to increase at certain ratios the liquidity facility offered under OMO in
the scope of the Primary Dealership system. This action aims at supporting financial stability
by containing the likely impacts of the liquidity need of the Unemployment Insurance Fund on
market functioning. In this scope, PD banks sold the GDDS that they had bought from the
Unemployment Insurance Fund to the CBRT, thereby receiving a TL liquidity facility of TRY
20.7 billion as of 28 April 2020.

Conclusion
In the current period, the coronavirus pandemic is adversely affecting the labor market,
leading to direct or indirect negative impacts on financial markets. The short-term
employment allowance put into effect is expected to contain the unfavorable effects of the
pandemic on the labor market. This facility is also expected to affect the financial markets
favorably. Meanwhile, the CBRT’s purchase of the GDDS under the Primary Dealership system
has limited the likely negative effects of the Fund’s liquidity need on market functioning.

3 The

Fund bids an amount to purchase the GDDS over the average price determined at the auction via non-competitive bid. The purchase is conducted
at the amount accepted by the Ministry of Treasury and Finance.
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III.2 Corporate Sector Developments
In the current report period, until mid-March 2020, when the first effects of the coronavirus pandemic
started to be observed on economic activity, domestic demand and exports displayed a strong course and
financial conditions continued to ease on the back of the credit incentive schemes. The uptrend in
manufacturing industry production, which became more evident in second half of 2019, continued until
March 2020. The rise in the capacity utilization rate owing to the recovery in economic activity as well as
the rise observed as of the first quarter of 2019 in investment tendency in manufacturing industry for the
next 12 months started to flatten with the first month 2020 and dropped significantly following midMarch as effects of the pandemic hit. The drop in investment tendency was more significant compared to
the other two indicators (Chart III.2.1). The economic lockdown effects of the pandemic were first
observed in the services sector because of the travel restrictions and social isolation measures and in the
export-related sector because of the global nature of the epidemic; and the impacts of the pandemic
became deeper and wide-spread across all sectors as of April.
Chart III.2.1: Industrial Production, Investment
Tendency and Capacity Utilization (3-Month MA,
Annual % Change)
Investment Tendency
Manufacturing IPE
Capacity Utilization Rate (Left A.)
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The capital goods production and imports of capital goods, which are leading indicators of investment
tendency in manufacturing industry, were subdued in the previous Report period. In the current Report
period, imports of capital goods displayed a relatively strong rise, while the rise in capital goods
production remained moderate and continued until March 2020 when the pandemic surfaced (Chart
III.2.2). It is projected that the uncertainty caused by the pandemic may lead to a deferral of investments
for a period of time.
While the uptrend observed in the export quantity index since 2015 continued, the amount of export
orders that firms received over the last three months started to decrease as of January and February
2020, when the effects of the pandemic started to be observed abroad (Chart III.2.3). Global demand,
which grew significantly weaker due to the pandemic, is likely to exert pressure on exports, although
expectations that the effect of the pandemic would ease in the second half of 2020, the incentive
schemes introduced for exporting sectors, the supportive impact of exchange rates and the decline in
commodity prices underpinning production input costs are all projected to support exports. In this
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period, the CBRT introduced a series of arrangements concerning rediscount credits on 17 and 30 March
2020 to contain the adverse impacts of the pandemic on exporting firms and provide support for
exporting firms that may experience cash flow problems (Box I.1.I). The arrangements introduced various
facilities such as maturity extension for exporting companies’ rediscount credits which are due, longer
maturity periods for new rediscount credits (up to 720 days), use of TL- denominated rediscount credits,
and extension of the maximum duration for the export commitment fulfillment from 24 months to 36
months.
The recovery in domestic orders, which started in early 2019, accelerated in the current Report period
and remained on the positive side as of December 2019. The strong course in domestic orders can be
attributed to the improvement in financial conditions and realization of deferred consumer durables
spending. Nevertheless, taking into account the impacts of the pandemic that surfaced in mid-March
2020 and intensified in April as well as the decline in capacity utilization rates after January 2020,
investment spending may be postponed for an extended period despite easing in financial conditions and
ongoing public incentive schemes.
Chart III.2.3: Exports and Domestic Market Orders
(% Difference, 3-Month MA, 2010=100)
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The uptrend in corporate sector confidence indices, which started in the second half of 2019 on the back
of the moderate improvement in expectations, continued until March 2020 (Chart III.2.4). The uptrend in
the confidence index for construction sub-sectors has been more significant than other sectors. This may
be driven by various factors such as the decrease in interest rates for housing loans, favorable conditions
offered for housing loans and employment-oriented credit facilities (ISTOD). A significant weakening was
observed in confidence indices due to the effects of the pandemic that first started in March 2020 and
became deeper in April 2020, nevertheless, the policy measures implemented and the public incentive
measures offered are expected to constrain the adverse effects of the pandemic on confidence indices
and sectoral activity.

III.2.1 Corporate Sector Indebtedness
The decrease in the corporate sector's total financial indebtedness that includes firms' domestic and
external loans as well as bond issues, which started in the second quarter of 2019, continued in the
current Report period as well. The total financial indebtedness ratio, which was 62% at the end of 2018,
decreased by 3 points to 59% in February 2020 (Chart III.2.5). Similarly, the downtrend in corporate
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sector firms’ FX indebtedness continued in the current Report period while the ratio of firms’ FX debts to
GDP continued to decrease owing to the recovery in economic activity. This ratio, which was 39% at the
end of 2018, was 35% in February 2020, close to the level recorded in the first quarter of 2015. The ratio
of TL debts to GDP picked up as of February 2020 on the back of rise in demand for loans in line with the
robust economic activity, and eased credit conditions. In the current Report period, the recovery in TL
corporate loans was supported by the CBRT’s interest rate cuts that started in the third quarter of 2019
as well as the CBRT’s reserve requirement regulation introduced as a macroprudential tool linking reserve
requirements to credit growth. Some additional far-reaching measures have been introduced to ensure
the effective functioning of the credit mechanism and prevent economic activity from slowing down due
to the pandemic (Box I.1.I and Box IV.1.I). The objective of these monetary and fiscal measures is to
ensure uninterrupted access to credits and cash flow by corporate sector firms, particularly goods and
services exporting SMEs.
Another one of the additional measures taken was that the Treasury support for loans extended within
the CGF guarantee limits offered in the scope of the Economic Stability Shield support package was
increased from TRY 25 billion to TRY 50 billion; and the maximum CGF limit to be extended in this scope
was raised to TRY 500 billion. The sub-items of support in this framework such as Business Continuity
Support, Operating Expenses Support, Cheque Payment Support provide firms with favorable maturity
and interest rate conditions to help them maintain employment, pay premiums, taxes and fixed debts,
not skip check payments and retain their debt-paying capability (Box IV.1.II). Currently, the banking
sector, particularly the public banks, are offering credit facilities with favorable financing conditions. In
addition to the policy rate cuts, in two press releases dated 17 March 2020 and 31 March 2020 regarding
rediscount credits, the CBRT offered long-term maturity and TL-denominated loans options for rediscount
credits for exporting firms, moreover, banks were provided with targeted additional liquidity facilities and
the maximum amount of funds that an eligible bank may receive from this new liquidity facility was linked
to the amount of credit that this bank provides for the corporate sector. Due to the effect of these
incentive measures and arrangements as well as increasing need for operating capital, the uptrend in TL
indebtedness ratio of the corporate sector, which started in February 2020, is expected to continue.
Chart III.2.5:
Share of Corporate Sector's Financial Debt in GDP (%)
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In order to ensure comparability with international data, the corporate sector's total loans to GDP ratio is
calculated by adding bond issues, NPLs and loan rate rediscounts to corporate sector loans, and in the
third quarter of 2019 this ratio was recorded at 66%, corresponding to a decrease of 14.3 points
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compared to the same quarter in 2018 (Chart III.2.6). This decrease has been higher compared to those
of G20, EME and world averages. In the mentioned period, the decrease in the corporate sector's total
loans to GDP ratio in G20, EME and World averages, were 92%, 97% and 93%, respectively and Turkey
remained below these levels. A comparison between the changes in indebtedness ratios of Turkey and
EMEs over the last 5 years indicates that the rise in the ratio of corporate sector loans to GDP in Turkey
has been higher compared to the EME average, however, Turkey’s indebtedness ratio, which has been
increasing due to exchange rate developments, has been generally on a downtrend since September
2018.
In the current Report period, the corporate sector’s FX open position continued to decrease. In February
2020, the net FX open position amount decreased by USD 29 billion (14%) year-on-year to USD 170 billion
from USD 199 billion. (Chart III.2.7). The decline observed in net FX open position since early 2018 is
believed to have been driven by limitations on the issuance of FX-indexed and FX loans introduced with
amendments made to the Decree No.32 Regarding the Protection of the Value of the Turkish Currency in
May 2018, the enhanced awareness of FX risk management and the low investment appetite. Compared
to the previous Report period, in this period, import loans increased by 8% and were recorded at USD 50
billion. Domestic and external FX debts decreased and the total FX liability amount was recorded at USD
299 billion in February 2020.
In March 2020, the share of TL loans with maturities shorter than 1 year and FX loans with maturities
longer than 5 years used by the corporate sector decreased compared to the same period last year.
(Chart III.2.8). Over the last 12 months, the share of TL loans with maturities of 1 to 2 years increased
significantly, while that of FX loans with maturities shorter than 2 years displayed a limited rise; and the
share of FX loans with maturities of 3-5 years remained flat. The extension in maturities of TL loans has
likely been driven by firms’ tendency to spread their TL debts stemming from working capital needs over
a longer period to benefit from the decrease in loan rates. FX loans, which are highly correlated with
firms’ investment behavior, are mostly composed of loans with maturities longer than 5 years and this is a
positive sign with respect to the corporate sector’s capability to manage exchange rate risk. The
Economic Stability Shield support package that was introduced to mitigate the adverse effects of the
pandemic on the corporate sector’s debt rollover capacity also provides maturity advantages for firms. In
this respect, with the acceleration in the Business Continuity Support credit extended with 36 months of
maturity, the average TL loan maturity is expected to increase.
Chart III.2.7: Corporate Sector's FX Liabilities and Net FX
Position (USD Billion)
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In the current Report period, the volume of derivatives transactions that the corporate sector carries out
with domestic banks increased as well (Chart III.2.9). By March 2020, the volume of derivatives
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transactions (nominal contract amount) that firms carried out with banks stood at TRY 328 billion. Out of
this total amount, TRY 211 billion corresponding to 64% of the total amount was FX against FX; TRY 113
billion was FX against TRY, and TRY 3.5 billion was TRY against TRY buy-sell transactions. The volume of FX
against TRY derivatives transactions, which is important with respect to exchange rate risk management,
decreased by TRY 9 billion compared to the same period last year, nevertheless, the ratio of this amount
to total corporate FX indebtedness increased by 19% year-on-year to 7% in February 2020.
Chart III.2.9: Breakdown of Derivatives Transactions by
Currency (TRY Billion, Percent)
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The number of firms engaging in derivatives transactions started to decrease in the previous Report
period and this decrease continued until December 2019 when it was recorded at 1,883; yet the number
of these firms rebounded and stood at 2,028 in March 2020 (Chart III.2.10). The currency swap volume
increased by 36% to TRY 82 billion quarter-on-quarter, while the volume of interest rate options slightly
decreased. Interest rate swaps that are used by firms to convert variable rate FX loans into fixed rate
loans increased due to increased uncertainty over interest rates. The uptrend in the corporate sector’s
interest rate swaps is expected to increase as the Turkish Lira Overnight Reference Rate (TLREF)
introduced to allow a more effective interest rate management is used more widely. While the amount of
FX options transactions remained flat, the amount of forward FX transactions increased by 37% to TRY 80
billion compared to the previous Report period.

III.2.2 Loan Standards
According to the results of the Bank Loans Tendency Survey (BLTS), the easing in loan standards and rise
in the demand for commercial loans, which started in the third quarter of 2019, continued through the
final quarter of 2019 and the first two months of 2020. In the second half of March, however, due to the
effects of the pandemic, the easing in financial conditions weakened and the financial sector’s risk
perception increased (Chart III.2.11).
The easing in corporate loan standards in the last quarter of 2019 was mainly driven by the recovery in
economic activity, improvement in expectations, normalization in banks’ prudence levels, the RR
arrangements linking credit growth with reserve requirements and increased liquidity of the banking
system. The uptrend in loan demand, which started in the third quarter of 2019 and continued in the first
quarter of 2020, was driven by continued decline in loan rates, the significant improvement in economic
activity and expectations as well as increased working capital need of firms (Chart III.2.11). In the second
quarter of 2020, although the tightening in global financial conditions due to the pandemic pose a risk to
48

Financial Stability Report| May 2020

credit growth, the Treasury-backed credits extended in the scope of the Economic Stability Shield
summarized in Chapter III.2.1 and explained in detail in related boxes, the policy steps taken by the CBRT
on 17 March and 31 March 2020 regarding rediscount credits and targeted additional liquidity facilities,
and the incentives provided by public banks are projected to support the efficient functioning of the
credit sector and commercial loans (Box I.1.I and Box IV.1.II).
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In the current Report period, the downtrend in the newly-extended TL loan rates continued, while
average loans rates for commercial loans slightly increased in March 2020 due to the tightening in global
funding conditions (Chart III.2.12). The TL interest rate spread across firm sizes, which had returned to its
historical averages in the previous Report period, hovered close to the historical averages owing to the
continued easing in credit conditions. Corporate loan rates for large and medium-scale firms remained
low and close to one another, while those for micro-scale firms were slightly higher.

III.2.3 Sectoral Developments
The TL corporate loans and corporate loans in general that were extended in the domestic market were
predominantly used by the manufacturing industry, wholesale and retail trade sectors and general
services sectors (Chart III.2.13). Except for the manufacturing sector, the mentioned sectors are the ones
that were primarily affected by the pandemic. As for FX loans, manufacturing industry and services
sectors were the primary sectors using domestic FX loans; while manufacturing industry, transportationcommunications sector, and the construction sector carrying out high-volume contracts abroad, were the
leading sectors using external FX loans.
A comparison of stock and flow loan shares of corporate loans provides guiding information about the
use of financial sources and sectoral indebtedness. In the current Report period, while the share of flow
loans remained significantly below the share of stock loans in energy, general services and tourism
sectors, the share of flow loans was higher than stock loans in manufacturing, retail and wholesale trade
sectors (Chart III.2.14). Even if the share of flow loans are below that of stock loans in other sectors, the
difference is at reasonable levels.
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Chart III.2.13: Sectoral Breakdown of Loans (% Share)
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Earnings of firms quoted on Borsa Istanbul (BIST) before interest, tax, and depreciation and amortization
have been decreasing since the third quarter of 2018. Firms’ net profitability has displayed increases in
some periods mainly owing to improved profitability ratios of exporting firms (Chart III.2.15). Firms’
financing costs, which peaked in the third quarter of 2018 due to exchange rate fluctuations and high
interest rates, took a downtrend in the following period as interest rates decreased and exchange rates
rebalanced. At the end of 2019, the EBITDA/Asset ratio of firms quoted on BIST dropped below 9% and
the Net Profit/ Asset ratio was at 4.1%.
Chart III.2.15: Profitability Indicators of BIST Firms (%)
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The interest coverage ratio that shows firms' capacity to rollover interest debts with operating income
declined in the second half of 2018 due to increased exchange rate and interest expenses; remained flat
in the first half of 2019, and picked up in the second half of 2019 owing to the decline in credit rates and
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rebalancing exchange rates (Chart III.2.16). The debt-at-risk ratio, which is calculated by the amount of
debts pertaining to firms which lack sufficient operating income to cover interest expenses, remained flat
in the first half of 2019 followed by a decrease in the second half. The downtrend in debt-at-risk ratio
observed since mid-2018 can be interpreted as an indicator of an improvement in debt rollover capacity
in firms quoted on BIST.
Chart III.2.17: Firms’ Activity and Liquidity Indicators (Value,
Day)
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The recovery in economic activity and the measures taken in 2019 had positive reverberations on the
activities and liquidity ratios of firms quoted on the BIST as well. Firms’ debt collection period, which
showed a tendency to take longer between end-2017 and the third quarter of 2018, started to get
shorter in the third quarter of 2018, remained flat for a while and got shorter again in the third quarter of
2019 when it was recorded at around 50 days (Chart III.2.17). Similarly, the increase in accounts
receivable turnover rate points to a rise in debt collectability. Nevertheless, firms’ debt collectability and
debt collection periods are expected become longer in the period marred by the pandemic. With the aim
of curbing the adverse impacts of the pandemic on firms’ credibility, the Turkish Banks Association of
Turkey (TBB) issued a regulation on 26 March 2020 stating that the records pertaining to nonpayment of
capital or installments of credits, bad cheques and protested bills filed at the Risk Management
Department of the TBB may not be taken into account by other banks and financial institutions, provided
that these debts are either paid or restructured until 31 December 2020. Moreover, the Ministry of
Treasury and Finance issued a communiqué on 24 March 2020 allowing a facility to add the “force
majeure” note in credit records of firms that have defaulted in April, May and June due the pandemic.
The objectives of these arrangements were to postpone any deterioration in credit records of firms
defaulting because of the effects of the pandemic, to ensure corporate sector firms’ continued access to
credits and to contribute to uninterrupted cash flow of firms.
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IV. Financial Sector
In the current Report period, loan growth posted a significant increase on the back of improving credit
supply and demand conditions. In the period preceding the coronavirus pandemic in particular, the credit
growth led by TL loans diffused across sectors on account of supply conditions backed by falling interest
rates and expanding liquidity opportunities in addition to the consumption-driven rebound in domestic
demand. Due to the rapid elevation in retail loans, to channel the credit supply towards manufacturing
and productivity-oriented sectors, loans extended to selected sectors were given greater emphasis in the
context of the eligibility for RR incentives. Since mid-March 2020, mobility restrictions associated with the
coronavirus pandemic have significantly weakened economic activity, primarily in the services sector. In
order to mitigate the resulting risks to the credit market, public authorities took coordinated policy steps.
The liquidity measures introduced averted any interruption in accessing finance. Moreover, incentivized
credit packages geared towards the corporate sector and households to boost the functioning of the
credit channel re-accelerated the credit growth.
Together with the balance classified as NPL following the lagged implications of growth dynamics on asset
quality and the BRSA’s asset quality review, the NPL ratio peaked in December 2019 at 5.4%. In the
current Report period, thanks to the improvement in individual and corporate repayment capabilities in
addition to the recovery in economic activity, the NPL ratio started to decline. Actions taken by
commercial banks and public authorities in response to the weakened income and cash flows of
households and firms contain the effect of the pandemic on the sector’s asset quality.
Amid global market volatilities due to the pandemic, risks to the banking sector’s liquidity outlook
became more discernible in the second half of March 2020. However, measures taken by central banks of
advanced economies led by the Fed as well as those of EMEs reduced the difficulties in accessing global
liquidity. As the outbreak was also seen in Turkey, the CBRT took action to increase domestic liquidity
opportunities for the sector and contributed to financial stability by supporting banks’ management of TL
and FX liquidity. In the current Report period, TL deposits continued to increase strongly, thereby
reducing the sector’s demand for non-core funding sources. The decrease in TL funding costs after the
policy rate cuts became influential in the increase of the share of domestic funds. This contributed to the
deepening of domestic markets and limited the sector’s sensitivities to external volatilities. Following the
actions taken by the CBRT and the BRSA, the TL funding provided by banks through currency swaps has
been concentrating in the domestic market and at longer maturities. The external debt balance of the
sector continued to decline in line with the falling demand for FX funding due to the weak FX credit
demand and TL-driven credit growth. While TL funding costs declined after the policy rate cuts, FX
funding costs decreased somewhat due to falling interest rates abroad, despite the elevated risk
premium. Owing to favorable FX liquidity indicators and the decreased need for FX financing of the
banking sector, banks have maintained their pre-pandemic debt rollover ratios by partially renewing their
external debts that have matured. The decline in the external debt balance stands out as a positive
development in terms of banks’ short-term debt repayment capacities. With adequate buffers, the
banking sector continues to be resilient to liquidity shocks.
In the current Report period, while profitability indicators generally remained flat until the end of the
year, they showed an uptrend in the first two months of 2020 because of the strong TL credit growth,
positive duration gap and favorable asset quality developments. Meanwhile, due to pandemic-driven
uncertainties in March, banks acted with prudence and increased credit provisions and as a result the
sector’s equity and asset profitability ratios regressed back to the end-2019 levels. Compared to the same
period last year, the interest rate risk that the TL and FX-denominated on-balance sheet and off-balance
sheet assets and liabilities of the sector face via the repricing channel increased slightly.
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IV.1 Credit Developments and Credit Risk
In the period from the second half of 2019 to mid-March 2020, an acceleration in loan growth was
observed, thanks to a recovery in economic activity led by consumer spending, a pick-up in income and
employment opportunities, an improvement in banks’ liquidity conditions owing to the rise in TL deposits,
and decreasing financing costs. However, in the following period, the effects of the coronavirus epidemic,
which started to spread globally, began to be felt in Turkey as of mid-March 2020. In this period, interest
rate cut decisions taken by the CBRT on the back of the downside effect of commodity prices and
demand conditions on inflation coupled with the liquidity measures introduced to contain the impact of
the pandemic on economic activity, as well as the Treasury-backed loan packages introduced have all
played an important role in credit dynamics. Credit growth, which strengthened in Autumn 2019 primarily
led by public banks, spread across the entire sector with the increase in credits extended by private banks
at the end of 2019 and in early 2020, although public banks became the leaders in credit growth again
due to increased perceptions of uncertainty because of the pandemic. Thus, by March 2020, the total
annual loan growth of BTS was 15.6%. In the current Report period, the uptrend in loan growth rates in
retail loans was more remarkable than in corporate loans (Chart IV.1.1). Annual growth rates of BTS total
consumer and corporate loans are 23.1% and 12.6%, respectively.
The corporate loan growth continued to increase on the back of the rise in loan demand spurred by
interruptions in cash flow during pandemic and prudential liquidity demand as well as the rise in loan
supply supported by liquidity measures and Treasury-backed loan packages. The objective of the sectororiented change made in the RR regulation by the CBRT on 7 March 2020 was to limit the effects of the
significant increase in consumer loans on growth composition, inflation and external balance. In this
context, the importance of eligibility for incentives grew in driving the loans extended to selected
industries. The new implementation aimed to channel the credit supply to sectors focusing on production
and efficiency rather than consumption.
Chart IV.1.1: Annual Loan Growth (BTS, %)
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In the current Report period, until mid-March 2020, the retail loan growth was considerably higher than
the long-term average. However, as of mid-March, when the effects of the coronavirus pandemic started
to be observed in our country, retail loan growth began to trend lower because purchases of services and
durable consumer goods were postponed due to social isolation practices, and household consumption
was mostly limited to basic necessities because of the risks posed by the pandemic on employment
conditions and household income. Moreover, for the first time, during the pandemic, a CGF-guaranteed
loan package for individuals was announced to alleviate the hardship that low-income households may
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experience during this period (Box IV.1.II). Thus, a sharp contraction in retail loan growth was prevented.
As this loan package addresses the low-income households with a prominent marginal consumption
tendency, it also supports economic activity through consumption expenditures. It is projected that once
the isolation implementations due to the pandemic are terminated, the demand for deferred
consumption may rise and the demand for retail loans may increase again.
In this Report period, the ratio of domestic credits to GDP rose and reached 65% in March (Chart IV.1.2).
The annual change in this ratio has recovered as the base effect that occurred due to the increase in
exchange rates in September 2018 started to fade away in September 2019.
Starting from the second half of March, the risks posed by the coronavirus outbreak to economic activity
have become more evident. The weakening of production and consumption activities, the damage
inflicted on global trade networks and supply chain, and increased risk perceptions have affected the
credit market outlook. Isolation measures imposed to prevent the spread of the pandemic, mobility
restrictions and changes in consumer behavior have significantly interrupted domestic demand, except
for the core goods groups. Indeed, high-frequency leading indicators such as consumer confidence,
sectoral confidence indices, the PMI, electricity consumption and capacity utilization rates confirm the
significant slowdown in economic activity in March and April 2020 (Chapter II.2). Moreover, the spread of
the Covid-19 virus in Turkey’s leading export markets such as the Euro area as well as downward revisions
made in global growth and trade volume projections pose downside risk to exporting firms’ activities and
cash flows via the external demand channel. In this respect, a policy set was introduced simultaneously
aiming to meet the liquidity needs of banks amid increasing global uncertainty, to support economic
activity by preventing any possible deterioration in the cash flow of the corporate sector through loans
based on selective liquidity facilities and to protect the purchasing power of households.
As the effects of the outbreak started to be observed in Turkey, similar to other central banks, the CBRT
has taken steps to support market liquidity and protect the functioning of the credit channel. Within the
scope of the measures announced on 17 March, 31 March and 17 April 2020, the CBRT offered additional
liquidity facilities to banks in order to provide flexibility in their TL and FX liquidity management and to
ensure uninterrupted credit flow to the non-financial corporations; and expanded maturities and
amounts in rediscount credits for export and foreign exchange earning services to support exporters'
access to finance (Box I.1.I). Moreover, in a press release on 17 March 2020, reserve requirement ratios
were reduced by 500 basis points in all liability types and all maturity brackets for banks meeting real
credit growth conditions within the context of the reserve requirement practice. Thus, an additional FX
and gold liquidity at the amount of approximately USD 5.1 billion was provided for banks. Moreover, the
Asset Ratio (AR) practice was introduced by the BRSA on 18 April 2020 to reduce the negative impact of
the coronavirus outbreak on growth, production and employment, to support the balanced distribution
of liquidity in the system and to ensure the efficient use of bank resources. Asset Ratio denotes the ratio
of the sum of loans, weighted CBRT swaps and securities to TL deposits and weighted FX deposits, and it
was stipulated that the monthly average for the AR shall be calculated at the end of each month and the
lower limit shall be 100% for state banks and 80% for private banks.1 With this practice, alongside
statebanks, private banks were encouraged to be more active in the credit market.
The Ministry of Treasury and Finance introduced the Economic Stability Shield package to support the
economy by providing a financing exceeding TRY 250 billion (Box IV.1.II). In this context, the Treasury
support in CGF guaranteed loans was increased to TRY 50 billion and the amount of guarantee was
increased to TRY 500 billion. It has been decided to support firms experiencing cash flow disruptions
caused by the measures taken related to the coronavirus outbreak by postponing the credit principal and
interest payments of firms to banks for a minimum period of 3 months and providing additional financial

1 With

the revision made on 30 April 2020, the banks whose total deposits (excluding interbank deposits) are less than TRY 5 billion are provided
additional time till 31 December 2020 to be harmonized with the regulation.
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support if necessary. Moreover, in order to maintain capacity utilization rates during the temporary
slowdown in exports, it was decided to provide inventory-financing support to exporters. With a
regulation issued by the Ministry of Treasury and Finance, the SMEs were offered a state-sponsored
commercial receivable insurance.
Due to the coronavirus pandemic, the Banks Association of Turkey (BAT) issued a recommendation for
banks towards improving access to credit and keeping credit channels functional, and in response to the
recommendation, public and private banks have delayed installments, as well as principal and interest
payments in commercial and retail segments. Demands for restructuring of corporate loans are
supported depending on the needs of the sectors and cash flow disruptions. In addition, although they
vary on a bank basis, additional limits are set up for corporate sector firms in order to help firms meet
their working capital needs, continue commercial activities and finance operational expenses. In order to
improve the credit risk outlook and to protect the credibility of firms, some other steps have also been
taken such as extension of the minimum delay period for non-performing loans to 180 days and including
a “force majeure” note on the credit registry of companies that have defaulted in this period.
On top of sound liquidity and capital strcuture of the banking system, financial and fiscal measures taken
by the authorities are assessed to limit the downside risks on credit market and to support the credit
growth in the upcoming period.

IV.1.1 Corporate Loans
The annual corporate loan growth has been increasing since the last quarter of 2019 (Chart IV.1.3). The
TL-denominated corporate loans have been extended to firms in scales and increased by 19.1%. The
annual growth rate of TL loans used by large firms increased by 29.3% in March. In the SME segment,
loan growth reached 8.9%. The decrease in commercial loan rates in real terms to historically low levels
and the strengthening in economic activity, particularly in consumer demand, supported credit expansion
in the commercial segment. The rise in firms’ demand for loans was mainly driven by the need for
working capital and loan utilization for cash management purposes considering credit restructuring and
future payments. Meanwhile, it was observed that the demand for loans for investment purposes
remained limited.
Chart IV.1.3: Annual Growth of TL Corporate Loans by
Firm Size (%)
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Chart IV.1.4: Annual Growth of FX Corporate Loans by
Firm Size (Currency Basket, %)
Foreign Sourced
SME

40

Total Domestic Sourced
Large
20
10

Source: CBRT
Last Observation: 03.20
Note: FX-indexed TL loans are excluded from calculations. The new
SME definitions were announced on the Official Gazette of 24 June
2018, and influenced the shifts in June 2018 and June 2019.

03.20

09.19

-30

03.19

-10

09.18

-20

03.18

0

09.17

-10

03.17

10

09.16

0

03.16

20

03.20

09.19

03.19

09.18

03.18

09.17

03.17

09.16

03.16

30

Source: CBRT
Last Observation: 03.20
Note: FX-indexed TL loans are excluded from calculations. The new
SME definitions were announced on the Official Gazette of 24 June
2018, and influenced the shifts in June 2018 and June 2019. Currency
basket calculations are made by using end-of-period values of the US
dollar and the euro with 0.7 and 0.3 weights, respectively.

In the current Report period, selective loan practices that provided the corporate sector with access to
financing with favorable conditions continued to influence corporate loan dynamics. The IVME
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(Advanced, Productive, Indigenous Industry) Financing Package, which was introduced to support sectors
with a high contribution to employment and export potential, supported loan demand especially in the
last quarter of 2019. Another selective loan implementation pioneered by public banks and introduced to
support commercial loan growth was the Employment Oriented Business Loan (ISTOD) Package. In the
scope of this package, companies with high employment potential in the manufacturing industry,
services, ongoing housing projects and overseas construction sectors will be extended loans with a
maturity up to 5 years with a non-payment period of 2 years and low-cost loans intended for working
capital needs. Thus, restrictions experienced by labor-intensive sectors’ access to finance will be reduced
and the labor market will be supported.
Having FX income set as a prerequisite to obtain FX loans as per the amended Decree No 32 on the
Protection of the Value of the Turkish Currency in May 2018, the increased awareness of foreign
exchange indebtedness and weak investment appetite all played a role in the downtrend in FX loan
growth. While this trend continued in the current period, by March 2020, domestic FX loans contracted
by 9.9% in terms of currency basket (Chart IV.1.4). On the back of decline in TL loan interest rates, some
firms preferred to convert their FX loans to TL loans, which also played a role in the decrease in FX loans.
Amid favorable domestic funding costs, the decrease in FX loan demand has been influential in the
decline in banks' external foreign borrowing appetite. Across firm scales, FX loan growth in large-scale
companies continued to shrink moderately while the contraction in SMEs’ FX loans became more evident
as a result of the change in SME definitions, the regulation linking FX loans with FX revenue, increased
awareness of currency risk and subdued investment outlook. Likewise, foreign-sourced FX loans of firms
remained on the decline.
Chart IV.1.5: Commercial Loan Growth (13-Week MA, BTS,
Annualized %)
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Isolation measures introduced to address the coronavirus pandemic such as the prolonged stay-at-home
periods, the closure of workplaces, and transportation restrictions pose significant risks to sales,
profitability and cash cycle of companies, particularly in the service sector. Important steps have been
taken to manage relevant risks, to facilitate firms' access to finance and to prevent increases in borrowing
costs. Treasury support in CGF-guaranteed loans was increased to TRY 50 billion and the guarantee
amount was increased to TRY 500 billion for the use of all firms experiencing collateral difficulties in
access to finance (Box IV.1.II). On the back of the measures taken, commercial loan growth has
accelerated owing to TL loans mostly extended by state banks (Chart IV.1.5). The acceleration in loan
growth was driven by firms' need for cash and demand for prudential liquidity, yet, this acceleration is
expected to normalize in the upcoming period once the cash flow in the economy normalizes. The
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mentioned policy implementations that support the commercial loan market are envisaged to help
protect the production potential and financial stability by limiting the setbacks of the pandemic.
The TL loan and deposit rate spread, which started narrowing as of the second half of 2019 owing to the
monetary policy steps taken, the improvement in liquidity and financial conditions and the decline in
inflation expectations, decreased moderately in this Report period (Chart IV.1.6). This decline was driven
by the flat course of TL deposit rates due to TL loan demand and the need for TL funding from the
beginning of 2020 till May, the availability of low-cost loans during the epidemic as well as the fall in TL
corporate loans rates. Throughout the current Report period, the increase in banks’credit supply appetite
kept interest spreads below the averages of the recent period. On the FX side, interest spreads showed a
relatively fluctuating outlook due to risk premium, funding conditions, the regulation related to FX
required reserves and the volume effects.
Chart IV.1.6: Credit-Deposit Interest Rate Spreads (4-Week MA, %)
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According to the BLTS results of March 2020, credit standards particularly for corporate loans and
consumer loans as well as supply/demand conditions have significantly loosened.2 Survey questions
regarding loan demand indicate that there was an increase in demand in all types of business loans and
retail loans in the first quarter of 2020.
According to the BLTS results regarding factors affecting corporate loan demand, inventory buildup and
working capital need in tandem with recovery in domestic demand and debt restructuring have been the
key drivers (Chart IV.1.7). According to the survey results that were completed before the breakout, rise
in consumption and recovery in economic activity had a moderate and lagged impact on investment
behaviour, and demand for fixed investment loans displayed a gradual rise. The answers to survey
questions in the second and third weeks of March 2020 indicate that the recovery in commerical loan
demand was spread across firms sizes and maturity types and that recovery in TL loans was more
significant.
In terms of corporate loans, BLTS results show that the improvement in risk perceptions, ongoing policy
steps taken and the decrease in TL funding costs supported the loan supply. Before the effects of the
epidemic was observed in Turkey, banks’ expectations for the general economic activity as well as for he
sectoral outlook had turned positive underpinning the decline in risk perceptions. Meanwhile, factors
2 It

should be born in mind that the BLTS was conducted between 9 and 20 March period and the results may not be reflecting the effects of the
pandemic in the best way.
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pertaining to bank balance sheet restrictions supported loan supply mainly owing to banks’ strong
liquidity positions (Chart IV.1.8). Similar to demand factors, the recovery in the supply outlook spread
across all firm sizes and maturities, while in terms of currency, the recovery was more evident in TL loans.
Chart IV.1.7: Factors Contributing to Corporate Loan
Demand-Financing Needs (Net % Change)
Fixed Investment
Inventories and Working Capital
Mergers/Acquisitions and Corporate Restructuring
Debt Restructuring
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IV.1.2 Retail Loans
The rise in consumer loan growth since the last quarter of 2019 was mainly driven by state banks-led
campaigns, deferred consumer spending, recovery in the labor market, decline in consumer inflation and
decreasing loan costs. While the increase in annual growth rates spread across all retail loan types, the
annual growth rate of general-purpose loans was 37.5% in March 2020 (Chart IV.1.9). BLTS results in
March also show that the demand for retail loans was strongly affected by the recovery in consumer
confidence and expectations for asset markets.
Chart IV.1.9: Annual Growth Rates of Retail Loans (%)
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In order to contain the risks that the significant increase in consumer loans may pose to growth
composition, inflation and the current balance, the CBRT made a change in the reserve requirement
regulation on 7 March 2020 and updated the definition linking the reserve requirement ratios and
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renumeration rates to loan growth (Box IV.1.I). In this framework, as a criteria for eligibility for the
reserve requirement incentive, it was decided that for banks with a real annual loan growth rate below
15%, 75% (it was 50% in the previous regulation) of the real change in retail loans excluding housing loans
with a five-year and longer maturity would be deducted from the numerator of the growth rate formula.
The aim of the new practice was to help channel loan supply towards productive and production-oriented
sectors and support financial stability. As a matter of fact, the momentum of retail loan growth, which
increased rapidly in the current Report period, converged again to historical averages in March reflecting
the effects of the regulation and demand shocks caused by the coronavirus outbreak (Chart IV.1.10).
The impact of the CBRT’s policy rate cuts on retail loan rates through the effective functioning of the
monetary policy transmission mechanism has been one of the key factors supporting retail loan growth
(Chart IV.I.11). As interest rates in all loan segments decreased, retail loan rates fell below the levels
observed before the financial fluctuations in 2018.
Chart IV.1.11: Retail Loan Rates (4-Week MA, %)
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The rapid rise in retail loans was mainly driven by the rebound in consumer spending and deferred credit
demand that was observed after decrease in retail loan rates. In addition, refinancing demand, additional
credit demands from existing customers, debt consolidation tendency, low domestic household
indebtedness, and improvements in the employment market were among the factors that supported the
general-purpose loan growth in the current Report period.
On the other hand, the effects of the coronavirus epidemic led to a decrease in the consumer spending
trend since the last week of March. In addition to the slowdown in consumption expenditures because of
the pandemic, the decrease in mobility is believed to have made a negative effect particularly on
individuals using loans through bank branches. In this process, the Basic Needs Support Loan package
allocated by state banks aimed to support the basic consumption expenditures of the households by
reducing the risks relevant to credit access and the cost of financing. Within the scope of this package,
individuals with a monthly income less than TRY 5 thousand were offered a financing facility of TRY 10
thousand with a maturity of 36 months and a payment-free period of 6 months, and the allocation was
carried out by the Credit Registry Office via an electronic approval system linked to the individual's mobile
phone. The mentioned loan facility will contribute to financial stability by facilitating access to financing of
an income group that is likely to suffer a temporary income loss due to the epidemic. As a matter of fact,
as of the second half of April, the annualized 13-week moving average of the weekly general purpose loan
growth rose to 70% again (Chart IV.1.12). It is projected that the general-purpose loan trends would
normalize in the upcoming period, as the demand for retail loans within the scope of loan packages and
incentives are met and the disbursements are reduced.
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In the current Report period, housing loan rates remained below historical averages and loan conditions
in the housing market eased. Private banks’ joining of campaigns put into practice by state banks helped
reduce the borrowing costs in house purchases and contributed to the extension of financing maturities.
The recovery in house sales was more remarkable in second-hand houses. In this period, the 100
Thousand Social Housing Project offered by TOKI through state banks was also an important step
supporting the housing market. Within the scope of this Project, participants were offered a low-cost
financing facility with a maturity of 20 years. The expected recovery in economic activity and the
incentives put into practice are projected to support the housing sector and its financing in the upcoming
period.
Despite the high level of exchange rates, retail sales in the automobile and light commercial vehicle
segments recovered and vehicle loan growth accelerated on the back of the increase in household
income and decreasing financing costs. Nevertheless, share of banks in the retail vehicle loan market as
well as the share of vehicle loans in consumer loans remained low.
Chart IV.1.13: Debit and Credit Card Expenditures (Weekly Amount, Monthly Average, % Change)
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The growth of PCC balances was flat in the current Report period. Nevertheless, the recent measures
introduced in response to the pandemic, and changes in individuals' consumption behavior pose a
downward pressure on growth in this segment. Even if it was observed that PCC spending increasingly
shifted to online shopping because of the decrease in mobility, high frequency data shows that there was
a decrease in debit and credit card spending across all sectors particularly in April (Chart IV.1.13). Except
for sectors covering durable and non-durable consumer goods, card spending declined rapidly in airlines,
accommodation, food and beverage services and transportation sectors. Meanwhile, the BRSA issued a
decision on 30 March and decreased the minimum payment ratio of PCC to 20 percent in order to reduce
the credit risk of individuals facing an income decrease in this period. In addition, individual customers,
whose card balances were postponed, were offered a grace period option, including the minimum
payment amount, until the end of the year.

IV.1.3 Non-Performing Loans
NPL ratios have increased as a result of the lagged effects of the weakening in economic activity on
balance sheets in the previous periods and the BRSA’s recommendation to transfer a loan balance of TRY
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46 billion to non-performing accounts at the end of 2019. Before the coronavirus outbreak, economic
activity had registered a significant recovery in the second half of 2019 thanks to the dynamic structure of
the Turkish economy and policies implemented. In the last quarter of 2019, the NPL ratio marked a peak
at 5.4% and then assumed a downtrend. Actually, according to March 2020 data, the NPL ratio decreased
to 5%; while it was 5.5% in corporate loans and 3.1% in retail loans. Compared to the previous Report
period, the retail NPL ratio decreased by 0.60 percentage points and corporate NPL ratio increased by
0.14 percentage points (Chart IV.1.14).
Chart IV.1.14: NPL Ratios (%)
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The breakdown of the NPL balance shows that on the back of the lagged effects of the recovery in
economic activity, the NPL additions have decreased since the beginning of 2020 and collections/receipts
increased in this Report period (Chart IV.1.15). It is also noteworthy that banks continue to manage their
NPL balances by writing them off and/or selling them to asset management companies. As of the third
quarter of 2019, collections have accelerated, additions have slowed down and NPL balance decreased
on the back of improvements in firms’ balance sheet structures, BRSA's decision on 27 November 2019
allowing deduction of loans classfied as loss fom the NPL records, continued restructuring in corporate
loans and collateral value increases realized in line with real estate market conditions. While the Stage 2
credit balance remained flat in the reporting period, the ratio of loans that have been restructured in
Stage 2 credits has increased.
When credit risk indicators are evaluated on a cross-country basis, it is observed that changes in the NPL
ratio in Turkey diverged from the average of the peer countries after the recommendation made by the
BRSA for transfer to NPL accounts in 2019 (Chart IV.1.16).
On the corporate side, the NPL ratio has been decreasing across all firm sizes (Chart IV.1.17). In March
2020, total, large firm and SME NPL ratios came in at 5.5%, 4.1% and 8.6%, respectively. The strong
growth in retail loans coupled with the moderate recovery in the labor market that started before the
coronavirus period have had a positive effect on individuals’ solvency which supported small-scale firms'
cash flows and contributed to the decrease in NPL additions originating from the SME segment. Although
the reflection of the improvements in asset quality on the indicators was delayed in the SME segment,
the fact that the SME loan amount started to increase again particularly as of the end of 2019 was a
factor slowing down SME NPL ratios. In the period preceding the coronavirus epidemic, the shortening of
the cash cycle of the companies also positively affected payment performance.
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After the restrictions related to the coronavirus epidemic, companies’ payment performances are likely to
get weaker, particularly for companies operating in the service sector led by the tourism, transportation
and transportation sectors. During such times, the commercial segment, which includes financiallybalanced and highly-liquid corporate firms, experience a more limited deterioration while small-scale
enterprises in the service sector are more severely affected by weakening commercial and social activity.
Recently, public authorities have made some adjustments in coordination with commercial banks to limit
the impact of these risks on the asset quality of the banking sector (Box I.1.I). Accordingly, the legal
period for the delayed payment in the NPL classification, which was 90 days was increased to 180 days
(240 days in financial leasing companies); while the delayed payment period for Stage 2 loans was
increased from 30 days to 90 days. A facility was offered for bad checks allowing payment by installments,
and the execution of sentences for crimes related to bad checks that have been convicted before 24
March 2020 has been suspended. Moreover, all enforcement proceedings have been suspended until 15
June 2020 and improvements have been made regarding the registry amnesty. It was decided to offer
state-sponsored commercial receivables insurance to SMEs with revenues lower than TRY 125 million.
The measures taken are expected to reduce the upward pressure on the NPL ratio by slowing down
transition to NPL accounts. It is projected that the path that economic activity will follow in the upcoming
period is expected to determine the development of credit risk and asset quality indicators.
Chart IV.1.16: International Comparison of the NPL Ratio
and Its Change (%)
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In the current Report period, the decrease in NPL ratios of retail loans were stronger than corporate
loans. This decrease is observed in all sub-categories in retail loans except for credit cards (Chart IV.1.18).
The significant increase in the amount of performing loans in the retail loans segment, the increase in the
solvency on the back of the fall in interest rates, debt service capacities supported by prolonged
maturities and campaigns as well as increased debt collectibility played a role in the decrease in NPL
ratios. In addition, improvements in the labor market lowered credit risk in the retail loans (Special Topic
V.1). Comprehensive macroprudential arrangements introduced for retail loans have historically limited
the increase in NPL ratio in this loan type. An analysis of data for March indicates that the NPL in housing
loans fell to 0.6% and this rate is low compared to global examples. In the same period, the NPL ratio in
vehicle loans was 2.4%; NPL ratio in consumer loans was 3.9%; and NPL ratio in PCC was 5.2%. The
findings of the aging analysis indicate that in this period, there has been no significant divergence from
the previous period with respect to transition of newly extended loans to NPL accounts (Chart IV.1.19).
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The impact of the outlook for economic activity, labor market and financial conditions on individuals'
income and solvency capacities in the aftermath of the coronavirus pandemic will be determinant on the
NPL ratios of retail loans in the upcoming period.
Chart IV.1.18: NPL Ratios for Retail Loans (%)

1.2

Chart IV.1.19: General-Purpose Loan Aging Analysis (%)
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As BRSA has extended the periods for registry of Stage 2 loans and NPL, the effects of the volatility in
financial markets and the weakening in economic activity stemming from the pandemic on asset quality
will be observed with a lag. During the pandemic, interest rates fell globally while loan rates showed a
downtrend and credit channel was kept functional thanks to monetary and fiscal measures taken. In
addition to these positive factors, the expected recovery in economic activity in the second half of the
year upon some easing in the outbreak, may limit the likely increase in NPL in corporate sector and
household loans. The current capital structure of the banking sector is assessed to be strong enough to
manage asset quality-driven risks.
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Box IV.1.I
Reserve Requirements Based on Loan Growth
Introduction
As the emphasis shifted to financial stability in the period following the global financial crisis,
reserve requirements (RR) in Turkey have become one of the monetary policy tools with a fine
tuning quality that have, especially since the last quarter of 2010, been used to alleviate
macrofinancial risks in a supportive way to the short-term policy rates, the main monetary policy
tool. RRs have been employed in various ways according to needs to enhance financial stability with
a macroprudential perspective and they have acted actively as a countercyclical tool supporting the
recovery in economic activity as well as the functioning of the credit mechanism since 2019.
The CBRT Law no. 1211 as amended by the Law No. 7186 on “Amendment to the Income Tax Law
and Certain Laws” published in the Official Gazette No.30836 (duplicate) dated 19 July 2019
enabled the inclusion in the RR implementation, of not only liabilities but also other on-balance
sheet or off-balance sheet items of banks and other financial institutions to be deemed appropriate
by the CBRT. This facilitated a more flexible and efficient use of RR as a macroprudential tool to
alleviate macrofinancial volatilities and enhance financial stability.
Accordingly, in August 2019, RRs were differentiated according to loan growth to use them as a
counter-cyclical policy tool and to encourage TL loan growth, and was revised according to
emerging needs. Firstly, as of the liability calculation date of 9 August 2019 “RR Based on Nominal
Loan Growth” was enforced (CBRT, 2019a), then as of the calculation date of 29 November 2019
“RR Based on Real Loan Growth” (CBRT, 2019b) and finally the RR based on real loan growth was
revised as of the calculation date of 6 March 2020 (CBRT, 2020a). During this period, RR incentives
provided to banks that comply with loan growth conditions regarding these practices were also
changed.
This box presents details of RR based on loan growth and explains developments in loan growth
from the start of this practice to the present day.

RR Based on Nominal Loan Growth
With the Communique on Amendment to the Communique on Reserve Requirements (No:2019/15)
published in the Official Gazette No. 30864 dated 20 August 2019, as of the calculation date of 9
August 2019, the RR ratios for TL liabilities and the remuneration rates for TL-denominated RR were
linked to the annual growth rates of the total of banks’ TL-denominated standard cash loans and
cash loans under close monitoring, excluding foreign currency-indexed loans and loans extended to
banks.
Accordingly, TL RR ratios of banks with a nominal loan growth rate between 10% and 20%
(reference values) were set lower for short-term liabilities (Table IV.1.I.1).
Meanwhile, remuneration rates for TL-denominated RRs of banks with nominal loan growth rate between
the reference values were set higher. Remuneration rates for TL RR were revised in view of the reductions
made in the policy rate (Table IV.1.I.2).
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Table IV.1.I.1: TL RR Ratios Differentiated According to Loan Growth of Banks (%)1
Not Eligible

Eligible

7

2

b) Up to (and including) 6 months maturities

4

2

c) Up to 1-year maturity

2

2

d) 1-year or longer maturity

1

1

7

2

7

2

3.5

2

1

1

Deposit/participation funds (Excluding deposits/participation funds
obtained from banks abroad)
a) Demand, notice, up to 1 and up to (and including) 3 months
maturities

Borrower funds
Other liabilities (Including deposits/participation funds obtained from
banks abroad)
a) Up to (and including) 1-year maturity
b) Up to (and including) 3-year maturity
c) Longer than 3-year maturity
Source: CBRT.

Table IV.1.I.2: TL RR Remuneration Rates Differentiated According to Loan Growth of Banks (%)2
Effective Dates
(as of maintenance dates)

Not Eligible

Eligible

23.08.2019-03.10.2019
04.10.2019-19.03.2020
As of 20.03.2020

5
0
0

15
10
8

Source: CBRT

For banks complying with loan growth conditions, rates were applied for six RR maintenance
periods starting from the first maintenance period following the calculation period, and should the
rates be subject to change within the six RR maintenance periods, new rates will apply for the
remaining maintenance periods.
Affected by factors such as the decline in interest rates, inflation and inflation expectations,
improvement in the banking sector liquidity, accompanied by the support of the implementation of
RR, The annual TL loan growth rate of the banking sector, which was 1.9% in the calculation date of
9 August 2019, the date of enforcement of this practice, rose to 13.2% on 29 November 2019, the
last RR calculation date pertaining to the RR based on nominal loan growth (Chart IV.1.I.1).

RR Based on Real Loan Growth
At the end of 2019, it was projected that the favorable outlook in loan demand and supply that
emerged in the second half of 2019 would continue in 2020, and the loan growth will realize in line
with the inflation target and growth forecasts for 2020, stemming mainly from TL loans. Against this
background, a RR practice encouraging the loan supply to production-oriented sectors rather than
consumption that would bolster sustainable growth, support financial stability and reduce the need
to revise the bandwidth, was considered useful.

1. Banks

that started operating upon the permission of the BRSA are subject to the same rates as those banks that do not comply with the loan growth
conditions, for two years from the start of their operations
2 Banks that started operating upon the permission of the BRSA are subject to rates 200 bp lower than those banks that comply with the loan growth
conditions, for two years from the start of operations
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Chart IV.1.I.1: Annual TL Loan Growth Rate of the Banking Sector (as of Calculation Dates, %)
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Reference Values
25
20

11.9

13.2

9.7

1.9

1.7

3.4

4.9

6.6

15
10

8.1

5

Source: CBRT.

29.11.19

15.11.19

01.11.19

18.10.19

04.10.19

20.09.19

06.09.19

23.08.19

09.08.19

0

Latest Observation: 29.11.19

Accordingly, the current practice was revised with the Communique on Amendment to the
Communique on Reserve Requirements published in Official Gazette No. 30973 dated 9 December
2019 (No:2019/19) starting from the calculation date of 29 November 2019.3 Accordingly,
i.
ii.

The real change obtained via dividing TL cash loans by the CPI in the relevant period will be
taken into account in the calculation of annual real loan growth.
The real annual growth rate of loans will be calculated based on the last three-month average
of the real cash loan stock values, and the calculations will exclude the loans extended to
financial institutions.
It was decided to offer RR incentives to banks under the following conditions:
a. For banks with a real annual loan growth rate above 15%: If their adjusted real loan
growth rate, which is calculated by deducting the total of real changes in the
commercial loans with maturity longer than 2-year and housing loans with 5-year or
longer maturity from the numerator of the growth rate formula, is below 15%,
b. For banks with a real annual loan growth rate below 15%: If their adjusted real loan
growth rate, which is calculated by deducting 50% of the real change in retail loans
excluding housing loans with 5-year or longer maturity from the numerator of the
growth rate formula, is above 5%.

The target here was to enhance long-term commercial loans with strong ties with production and
investment and long-term housing loans with quite weak ties with imports compared to other
consumer loans and orient resources to areas focused on production and supporting the external
balance.
Following this arrangement, starting from the calculation date of 27 December 2019, RR rates
applied to FX deposit/participation funds increased by 200 bp across all maturities. Meanwhile, to
foster financial stability as well as the RR based on real loan growth, it was decided to offer these
rates 200 bp lower to banks complying with real loan growth conditions. Therefore, after the TL RR
rates, FX RR rates were also differentiated according to loan growth (Table IV.1.I.3).

3 For the calculation date of

29 November 2019 RR based on nominal and real loan growth were implemented jointly and banks that are entitled to
benefit from RR incentives according to nominal loan growth had this right reserved for six maintenance periods.
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Table IV.1.I.3: FX RR Rates Differentiated According to Loan Growth (%)4
Eligible
After
After
27.12.2019
06.03.2020

Not Eligible
Deposit/participation funds (Excluding deposits/participation funds
obtained from banks abroad)
a) Demand, notice and up to 1-year maturity
b) 1-year or longer maturity
Borrower funds
Other liabilities (Including deposits/participation funds obtained from
banks abroad)
a) Up to (and including) 1-year maturity
b) Up to (and including) 2-year maturity
c) Up to (and including) 3-year maturity
d) Up to (and including) 5-year maturity
e) Longer than 5-year maturity

19
15
19

17
13
17

12
8
12

21
16
11
7
5

21
16
11
7
5

16
11
6
2
0

Source: CBRT.

On 29 November 2019, the calculation date when RR based on real loan growth was put into
implementation, the annual real loan growth rate of the banking sector was -2.9%. On 21 February
2020, the last RR calculation date before the revision, this rate increased to 3.9% (Chart IV.1.I.2).
Moreover, the annual real growth rate of commercial loans with maturity longer than 2-year and
housing loans with 5-year or longer maturity subject to incentives (A Group loans) increased from 1.6% to 5.9% in the same period. Meanwhile, the annual real growth rate of retail loans other than
housing loans with 5-year or longer maturity included in loan growth calculation with a lower
weight (B Group loans) rose from 1% to 9.8% in the same period (Chart IV.1.I.3).
Chart IV.1.I.2: Banking Sector TL Loan Annual Real Growth
Rate (as of Calculation Dates, %)

Chart IV.1.I.3: Annual Real Growth Rate of A and B Group
TL Loans (as of Calculation Dates, %)
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Revision in RR Based on Real Loan Growth
In view of the likely adverse impacts of the surge in consumer loans on growth composition,
inflation and the external balance as well as the rise in loan growth led by TL loans that were
extended toward early repayment or restructuring of FX cash loans before maturity, the current RR
regulation was revised. Accordingly, with the Communique on Amendment to the Communique on
4 Banks

that started operating upon the permission of the BRSA are subject to the same rates as banks that do not comply with the loan growth
conditions for two years from the start of operations.
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Reserve Requirements (No:2020/6) published in the Official Gazette No. 31061 dated 7 March
2020, the calculation of adjusted real loan growth rates was changed as of the calculation date of 6
March 2020. Accordingly;
i.

ii.

It was decided provide the banks with RR incentives under the following conditions:
a. For banks with a real annual loan growth rate above 15%: If their adjusted real loan
growth rate, which is calculated by deducting the total of real changes in the loans
extended to selected sectors with maturity longer than 2-year and housing loans with
a 5-year or longer maturity from the numerator of the growth rate formula, is below
15%,
b. For banks with a real annual loan growth rate below 15%: If their adjusted real loan
growth rate, which is calculated by deducting 75% of the real change in retail loans
excluding housing loans with 5-year or longer maturity and the total TL loans
extended as of 9 March 2020 for early closure of FX cash loans or their restructuring
before maturity from the numerator of the growth rate formula, is above 5%.
Selected sectors were determined as follows according to the “Statistical Classification of
Economic Activities in the European Community” (NACE) (Table IV.1.I.4).
Table IV.1.I.4: Sectors Determined under NACE Classification
Section Code
A
B

C

D
H
I
J

Definition
Agriculture, Forestry and Fishing
Mining and Quarrying
Manufacturing
(excluding 11.01-Distilling, rectifying and blending of spirits, 11.02Manufacture of wine from grape, 11.03-Manufacture of cider and other fruit
wines, 11.04-Manufacture of other non-distilled fermented beverages, 11.05Manufacture of beer, 11.06-Manufacture of malt and 12-Manufacture of
tobacco products)
Electricity, Gas, Steam and Air Conditioning Supply
Transportation and Storage
Accommodation and Food Service Activities
Information and Communication

Source: CBRT.

The RR practice aims at encouraging the channeling of loan supply to efficient sectors with high
value added. Thus, the target is to channel the loan supply to efficient and production-oriented
sectors that will support sustainable growth rather than consumption, provide improvements in the
current account balance and foster financial stability.
In line with the measures announced on 17 March 2020 to mitigate the effects of the coronavirus
pandemic and the volatility in global financial markets on domestic markets and to enhance
financial stability, with the Communique on Amendment to the Communique on Reserve
Requirements (No:2020/9) published in the Official Gazette No. 31072 dated 18 March 2020, as of
the calculation date of 6 March 2020, the maintenance of which would start on 20 March 2020, FX
RR rates for banks complying with real loan growth conditions were reduced by 500 bp across all
types of liabilities and all maturities. Thus, after RR ratios applied to FX deposit/participation funds,
RR ratios applied to other FX liabilities were also differentiated according to loan growth (Table
IV.1.I.3).
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Annual real loan growth rate of the banking sector, which was 5.1% as of the calculation date of 6
March 2020, the date of introduction of the revision, rose to 8.5% on the calculation date of 17
April 2020, according to the latest banks reporting (Chart IV.1.I.4). Moreover, the annual real
growth rate of housing loans with 5-year or longer maturity and loans extended to selected sectors
with longer than 2-year maturity provided with incentives (A Group loans) rose from 1.9% to 6.3% in
the same period. Meanwhile, the annual real growth rate of retail loans other than housing loans
with 5-year or longer maturity, the weight of which were reduced in loan growth calculation (B
group loans) rose from 11.4% to 14.4% (Chart IV.1.I.5).
Chart IV.1.I.4: TL Loan Annual Real Growth Rate of the
Banking Sector (as of Calculation Dates, %)

Chart IV.1.I.5: Annual Real Growth rates of A Group5 and
B Group TL Loans (as of Calculation Dates, %)
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Conclusion
RRs, a macroprudential and fine-tuning monetary policy tool, have been used as a dynamic tool
supporting the effectiveness of monetary policy since August 2019 by being associated with loan
growth. This practice quickly spilled over into loan growth developments and the loan growth rate in
many banks converged to reference values gradually. The RR regulation based on loan growth, which
is used efficiently and effectively to support production via loan supply is believed to contribute to
financial stability by supporting growth mainly through economic activities with high domestic value
added in the upcoming period.
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Box IV.1.II
Treasury-Backed CGF Guaranteed Loan Packages
The coronavirus pandemic brought activity to a partial halt across many economic segments, the
services industry in particular, which caused businesses to experience reduced turnover and
deteriorated cash flow. With the Economic Stability Shield package, the Treasury support for CGF
guaranteed loans was increased from TRY 25 billion to TRY 50 billion on 30 March 2020 to contain
negative spillovers from the pandemic into households, businesses and banks. Thus, the Treasurybacked CGF guaranteed limit amounted to TRY 500 billion. In this period, the Treasury-backed CGF
guaranteed program helps firms, SMEs in particular, access financing and, unlike previous CGF
guaranteed loan packages, applies to retail loans as well.
The CGF program involves individual packages. The latest loan packages announced were the
Business Continuity Support with a guarantee of TRY 121 billion TL, the Operating Expenses (Opex)
with a guarantee of TRY 24 billion, the Cheque Payment with a guarantee of TRY 12 billion and the
Basic Needs support with a guarantee of TRY 41 billion (Table IV.1.II 1). These loan packages were
introduced to maintain employment, finance business expenses such as taxes and fixed costs, help
pay cheques written for billable commercial transactions and support households’ access to credit.
Among these CGF guaranteed loan packages, Business Continuity Support and Basic Needs Support
have a maturity of up to 36 months while the maturity for Operating Expenses and Cheque Payment
is a maximum of 12 months. These credit programs are also eligible for grace periods for principal
and/or interest payments, which are included in the total maturity.
CGF guaranteed loan costs have an edge over non-CGF guaranteed commercial loan costs. For
instance, in addition to a CGF commission of 0.5% to 0.75%, annual interest rates are 7.5% for
Business Continuity Support loans and 9.5% for Operating Expenses and Cheque Payment loans.
For corporate loans, upper limits differ depending on turnover, but the Basic Needs Support package
for households offers loans up to TRY 10,000. A large portion of Business Continuity Support and
Basic Needs Support loans seem to have been granted, while Operating Expenses and Cheque
Payment loans are still available after banks made technical adjustments to their operations.
Following these stimulus packages, Eximbank introduced two credit programs, the Eximbank Credit
Support of TRY 20 billion, and the Eximbank Stock Financing Support of TRY 10 billion, providing relief
to the export industry. In April, two more loan packages were announced: the Respite Credit backed
by the TOBB, with a CGF guarantee of TRY 2.4 billion, and the SME Lifeline Support, with a CGF
guarantee of TRY 3 billion. These two loan packages feature an annual interest rate of 7.5%, and bank
and CGF commissions of 0.3% to 0.75%.
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Table IV.1.II 1: Recent CGF Guaranteed Loan Packages (Data for credit use as of 11 May 2020)
Eximbank
Credit
Support

Eximbank
Stock
Financing
Support

3

20

10

3

3.75

23

12

Denizbank

Halkbank

Eximbank

Eximbank

Business
Continuity
Support

Cheque
Payment

OPEX

Guarantee limit (TRY bil.)

121

12

24

41

2.4

Loan limit (TRY bil.)

152

15

30

50

Participating banks

5 stateowned
banks

18 Banks

13 Banks

5 stateowned banks

Upper loan limit
(based on turnover)

TRY 125
million

TRY 12.5
million

TRY 62.5
million

TRY 10k

TRY 50k-100k

Up to 6
months

Up to 3
months

Up to 3
months

Up to 6
months

8 months

Basic Needs TOBB Respite
SME Lifeline*
Support
2020

TRY 25k

SME: TRY SME: TRY 27.7
27.7 million
million
Other: TRY Other: TRY
55.6 million 55.6 million

Maturity
Grace period
Total maturity incl.
grace period

Up to 6
months

Up to 12
months
Single
payment at
36 months
the end of 12
months

36 months

12 months

12 months

36 months

20 months

36 months

Interest rate (annual)

7.5%

9.5%

9.5%

Monthly
0.49% /
Yearly 8.1%

7.5%

7.5%

Bank commission

0.75%

0.50%

-

-

0.3%

0.75%

0.50%

0.50%

CGF commission

0.75%

0.50%

0.50%

0.75%

0.75%

0.75%

0.50%

0.50%

Guarantee / Loan ratio

80%

80%

80%

80-85%

80%

80%

90%

90%

Cost

Condition

EndFebruary
2020
number of
employees
to be
retained

Households
without an
open bank or
Cheques
Asset
drawn until
Expenses Management
30.06.2020 for
documented Company NPL
commercial
by contract or track record,
transactions
invoice
bad cheque
billable by
or protested
25.03.2020
bill. Either
spouse
eligible.

Members of
TOBB, Trade
Association,
Chamber of
Industry,
Chamber of
Shipping and
Commodity
Exchange are
eligible

Trade
March 2020
association- number of
Stock
registered sole employees
purchase
proprietorships
to be
agreement for
with an annual retained;
Januaryturnover of up export
March 2020
to TRY 3
commitmillion
ment

Loan amount (TRY billion)
Applications

125.7

7.4

13.8

33.7

1.3

1.1

0.3

CGFReceived/approved

121.9

6.8

11

33.7

1.1

1.1

0.3

Utilization

113.9

5.6

8.7

27.1

0.5

0.4

0.1

180.8k

15.9k

18.9k

5.7 million

21k

44.8k

25

177k

14.9k

15.7k

5.7 million

17.2k

44.8k

19

164.8k

12.5k

12.77k

4.6 million

8.5k

14.7k

7

Firm/Household (Number)
Application
CGFReceived/approved
Utilization
Source: CGF
Note: The TOBB Respite 2020 loan package offers no payment for 2020 (grace period for 8 months). Payments start in 2021 with equal
instalments. *The SME Lifeline Support is a loan scheme under the Business Continuity Support package.
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The performing CGF guaranteed loan balance of the banking sector increased by TRY 135 billion
between 31 March and 8 May 2020 to TRY 273 billion (Chart IV.1.II.1). Most of these loans consist of
TL corporate loans.
The stimulus packages initiated in April contributed to decreasing TL commercial loan rates (Chart
IV.1.II.2). In this regard, the April decline in CGF guaranteed loan rates is quite striking. Compared to
TL commercial loans without CGF guarantee, Treasury-backed CGF guaranteed loan rates were down
about 410 basis points in the week ending 10 April 2020. The aforementioned spread for TL
commercial loan rates with and without CGF guarantee decreased to 116 basis points during the
week of May 8th.
Chart IV.1.II 1: CGF Guaranteed Loans
(TRY Billion, %)
Total Credit

Chart IV.1.II 2: TL Commercial Loan Rates
(%)

Gross Credit
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In conclusion, stimulus packages introduced to minimize the negative effects of the coronavirus
outbreak on the debt repayment capacity of the corporate sector and the households are being
monitored closely from financial stability perspective. These loan packages offer advantages in terms
of maturity and cost and support access to financing for the corporate sector, especially for
businesses without adequate collateral. Another highlight of this period is the announcement of the
first CGF guaranteed loan package tailored for also households, which helps to mitigate any financial
strains on households.
Hence, CGF guaranteed loan programs are considered to be highly effective in reducing the negative
effects of the coronavirus pandemic on the real economy and financial stability.
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IV.2 Liquidity Risk
In February and March 2020, the coronavirus pandemic sent global financial market volatility to record
highs, led to a liquidity squeeze and risks to the banking sector’s liquidity outlook became more
discernible. The waning risk appetite and the rising liquidity requirement prompted advanced and
emerging market central banks to take a series of liquidity measures (Boxes I.1.I and II.1.I). In the prepandemic period, domestic and external financing conditions were more favorable than in 2019, but then
worsened due to the pandemic-led liquidity squeeze and the rising risk premium. The liquidity measures
taken after the first case was reported in Turkey are supporting financial stability by providing banks with
flexibility in liquidity management. The fact that banks renew overdue syndicated loans at a high rate
shows continued ability to access external finance. Strong deposit growth and long-term TL issuances
help maintain a benign liquidity outlook for the banking sector in Turkey. After the first coronavirus case
in Turkey, the CBRT announced in statements on 17 March, 31 March and 17 April 2020 that the liquidity
limits in the framework of OMOs were increased for primary dealers, that conventional swap auctions
with maturities of one, three or six months, available against US dollars, could also be held against euros
and gold, and, that within the targeted liquidity facility, swap auctions with six-month or one-year
maturity could be held at an interest rate lower than the repo rate. In addition, the BRSA brought
flexibility to existing liquidity ratio regulations (Box I.1.I). The liquidity injected by major central banks
through unconventional policies intended to curtail the economic impact of the coronavirus might steer
some investors seeking returns into EMEs in the upcoming period, leading to lower external financing
costs and eased quantity restrictions and increased diversity of participating countries.
Chart IV.2.1: Total Liquidity Coverage Ratios of Banks
by Quantiles (4-Week MA, %)
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Sector

Chart IV.2.2: FX Liquidity Coverage Ratios of Banks by
Quantiles (4-Week MA, %)
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The banking sector remains resilient to short-term liquidity shocks. As of 1 January 2019, the minimum
legal limits of the liquidity coverage ratio (LCR), which measures the capability of high-quality liquid assets
on banks’ balance sheets to offset net cash outflows over a 30-day period, are 100% and 80% for total
and FX assets, respectively. The sector’s LCRs, calculated for both total and FX assets, are well above the
minimum legal limits, standing at 144% and 243%, respectively, as of April 2020 (Charts IV.2.1 and IV.2.2).
The increase in banks' FX-denominated unencumbered GDDS accounts and liquid assets supported the
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sector’s LCRs in the current report period. Meanwhile, in response to the coronavirus pandemic and to
support market liquidity, the CBRT reduced FX reserve requirement ratios by 500 basis points across all
maturities for banks that meet real credit growth conditions. LCRs saw an increase from the last quarter
of 2019 to March 2020 when a decrease followed, and the sector’s LCRs calculated for total and FX assets
went slightly down in the current report period. In addition to these measures, the BRSA granted
temporary exemption to banks with trouble meeting the minimum legal LCR requirement until 31
December 2020 (Box I.1.I).
Chart IV.2.3: Ratio of Non-Deposit Funds to External Funding
Sources (%)
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The ratio of non-core liabilities to total funds in banks’ funding composition went slightly down to 36%
(Chart IV.2.3). The acceleration in TL deposits over the current report period drove the share of core
liabilities higher on the domestic side as depositors who earn a steady income postponed all nonessential spending during the pandemic, but there might be a decrease following normalization. The
amount of the sector’s repo and TL-denominated issuances have increased since early 2020 to meet the
liquidity need arising from the rapid TL credit growth. Funds obtained from abroad were somewhat down
in the current report period, bringing the share of deposits up on abroad as well and triggering a fall in
the ratio of non-deposit funds to external funds. The pass-through from policy rate cuts to TL financing
costs helped raise the share of domestic funds, which contributes to the deepening of domestic markets
and reduces the sector’s vulnerability to external fluctuations. The decline in non-deposits, consisting
mostly of bank loans, bond issuances and repo transactions, supports the financing structure of the
sector and financial stability.
The loan-to-deposit ratio (LDR), an indicator for the long-term liquidity position of banks, shows the
extent to which loans are financed by deposits. The rebalancing of the LDR during 2019 continued into
the current report period because deposit growth was even stronger than credit growth that has gained
momentum since the previous report period, bringing the LDR to 98% as of March 2020 (Chart IV.2.4).1
Sluggish investment and FX loan demand and some firms converting matured FX loans into TL to benefit
from favorable TL loan conditions caused FX credit growth to weaken further. The reduced exchange rate
volatility and the increasingly benign inflation outlook in the pre-pandemic period led to a decline in
dollarization, causing the FX LDR to fall only modestly. Despite heightened exchange rate volatility, there
has been no rush to FX deposits since March 2020. On the TL side, the credit market has been on a
1 Development

and investment banks, which can grant loans but do not have the authority to collect deposits, are not included in the LDR calculation.
With development and investment banks included, the sector's LDR reaches 106% as of April 2020.
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rebound since the final quarter of 2019 thanks to waning uncertainty, falling loan rates, IVME and ISTOD
credit packages and the real credit growth-linked RR practice. On the other hand, due to a rapid growth in
TL deposits, the TL LDR remained constant.2 As of April 2020, the TL and FX LDRs are 135% and 63%,
respectively.
Chart IV.2.4: Loan-to-Deposit Ratio

Chart IV.2.5: Loan/(Deposits+Other Stable Funds) Ratio
(%)

(4-Week MA, %)
TL

FX

Total

Total

TL

155

115

145

110

135

105

125

100

115

95

105

90

95

85

03.20

09.19

03.19

09.18

03.18

09.17

70

03.17

55

09.16

75

03.16

65

09.15

80

03.15

75

04.20

10.19

04.19

10.18

04.18

10.17

04.17

10.16

04.16

10.15

04.15

85

Source: CBRT
Last Observation: 30.04.20
Note: Development and investment banks excluded.

.
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Last Observation: 03.20
Note: Other stable funds include equity, long-term issuances,
subordinated debts, and other loans with maturities longer than one
year.

Another indicator that is being monitored, the ratio of loans to the sum of deposits and other stable
funds (L/D+), which serves as a more comprehensive means of measuring the liquidity outlook for banks
and covers deposits plus other stable funds, remained flat in the current report period, coming in at 76%
for total and 100% for TL as of March 2020 (Chart IV.2.5) as the acceleration in TL loans was financed by
increased deposits, equities and long-term TL-denominated issuances. Despite accelerated credit growth,
the sector’s long-term liquidity position is bolstered by both increased deposits and the rise in banks’ TLdenominated long-term domestic issuances and other stable funds.
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credit growth, see Chart IV.1.1 in “Credit Developments and Credit Risk”.
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Banks meet their TL financing needs through currency swaps as there has been a switch to TL in the credit
composition and the gap between TL and FX LDRs has widened. Due to increased domestic TL borrowing
by the sector and rising TL deposits, currency swaps accounted for a smaller share of net TL funding in the
current report period. However, the recently increased demand for TL liquidity brought TL currency swap
funding back on the rise, which reached TRY 275 billion as of April 2020 (Chart IV.2.6).
The BRSA’s decisions on 18 December 2019, 8 February 2020 and 12 April 2020 to limit short-term
transactions with non-residents to a certain percentage of a bank’s equity for paying and receiving TL at
the maturity date, steered banks towards domestic CBRT transactions and longer maturities (Chart IV.2.7
and Box I.1.I).
Chart IV.2.8: Amount and Growth Rate of Banks’
External Liabilities (Annual % Increase, USD billion)
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Note: Calculated for 10 large-scale banks.

Improved external borrowing costs notwithstanding, the weak FX credit growth and record-low FX
deposit rates drove banks’ demand for external funds lower and helped reduce the sector’s external debt
balance (Chart IV.2.8). The currency mismatch arising from lower financing costs amid a rapid TL credit
growth and policy rate cuts encouraged banks to use domestic funds rather than external funds.
Meanwhile, costs of syndicated loans fell due to Libor rates, and nearly 80 percent of matured syndicated
loans were renewed (Chart IV.2.9). Additionally, some banks have been issuing eurobonds and
subordinated bonds since early 2020.
A lessened need for FX liquidity and falling yet still high external borrowing costs caused banks to renew
their matured external loans at a rate below 100%. With external bond issuances and subordinated bond
borrowings in the current report period, the total external debt rollover ratio somewhat increased to 88%
as of March 2020 (Chart IV.2.10). The average maturity of external debts remained relatively flat at 37
months. High external financing costs led by pandemic-stricken financial markets also affected the
maturity composition of banks’ external debt renewals, causing banks to renew low-interest short-term
external debts in this period. Short-term and medium to long-term external debt rollover ratios were 96%
and 58%, respectively, as of March 2020 (Chart IV.2.11).
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Chart IV.2.10: Total External Debt Rollover Ratio and
Its Average Maturity (%, Month)

Chart IV.2.11: External Debt Rollover Ratio (%)
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The banking sector has enough buffers against any FX liquidity shocks. The sector’s liquid FX asset
portfolio helps banks to be resilient to any shocks from international markets. Banks' liquid asset
portfolio, consisting of eurobonds, cash, accounts at foreign banks and ROM reserves, is enough to cover
all their FX-denominated external debts due in one year (Charts IV.2.12 and IV.2.13).3
Chart IV.2.12: Amount of FX Liquid Assets (USD billion)
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3 The

banking sector's external debt due within one year is USD 40.1 billion while banks' cash, accounts at foreign banks, eurobonds and ROM reserves
are USD 5.6 billion, USD 11.2 billion, USD 16.8 billion and USD 7.5 billion, respectively.
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The weak demand for FX funds and high costs caused the issuing and maturity structure of FXdenominated foreign securities to flatten in the current report period (Chart IV.2.14). As the risk appetite
recovers with increased global liquidity in the upcoming period, issuances of FX-denominated foreign
securities and external debt rollover conditions may see some improvement. On the domestic front, the
liquidity need arising from the accelerated TL credit growth is partly financed through TLREF-indexed TL
issuances (Chart IV.2.15). Furthermore, within TL and foreign currency transactions held at the CBRT,
ABSs and MBSs were added into the collateral pool on 31 March 2020. This decision helps boost the
liquidity for issuances of similar securities, contributes to the financial deepening of capital markets and
provides banks with flexibility in TL and FX liquidity management.
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IV.3 Interest Rate and Exchange Rate Risk
The banking sector's on and off-balance sheet interest rate-sensitive FX open position rose by 2% to TRY
49 billion compared to the previous Report period, while its TL excess position increased by 5% to TRY
686 billion.1 The rise in the interest rate-sensitive FX open position was driven by the increase in deposits,
while the increment in the TL excess position was driven by the strong TL loan growth.
The sector's interest rate-sensitive TL and FX positions’ sensitivity to repricing channel was exposed to a
sensitivity analysis. In this regard, based on the economic value approach, these positions were exposed
to a positive interest rate shock and the probable loss to capital ratio was calculated. Accordingly, up to 5
percentage points of a positive interest rate shock exposure on interest rate-sensitive TL positions leads
to a probable loss of approximately 16% of capital. On the other hand, up to 2 percentage points of a
positive interest rate shock exposure on interest rate-sensitive FX positions leads to a probable loss of 4%
of capital. Compared to the same period last year, the positive interest rate shock-led probable loss to
capital ratio posted a rise in both TL and FX positions (Chart IV.3.1).
Compared to the previous Report period, the average maturity of interest rate risk-sensitive TL assets
became longer by two months to 19 months as a result of rise in the share of long-term loans.
Meanwhile, the average maturity of interest rate risk-sensitive TL liabilities decreased by one month to
five months due to the increase in the share of short-term deposits. The average maturity of interest
rate-sensitive FX liabilities remained at 12 months while that of FX assets lengthened by one month to 24
months due to the increased share of long-term loans.
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Fixed interest rate securities at fair value through other comprehensive income may have an impact on
capital through the channel of revaluation based on changes in interest rates. To measure the probable
loss caused by such impact, likely interest rate hikes of up to 5 percentage points and 2 percentage points
were imposed on TL and FX securities, respectively, as in the interest rate sensitive position analysis. The
probable loss to capital ratio for TL securities was estimated to remain the same as the previous Report
period at 1.9%. On the other hand, the probable loss to capital ratio for FX securities was estimated to be
up from the previous Report period to 2.1% (Chart IV.3.2).
The banking system's on-balance sheet and off-balance sheet FX positions are largely shaped in line with
the TL funding need. As the FX liquidity is in excess, the banking system meets its TL liquidity need
predominantly through currency swaps. The CBRT covers a significant portion of the liquidity shortage in
the market through currency swaps. Thus, the sector registers an on-balance sheet FX open position and
an off-balance sheet FX excess position.
The banking sector's on-balance sheet FX open position and off-balance sheet FX excess position
decreased by 4% and 11% compared to the previous Report period to USD 44 billion. In other words, the
total on-balance sheet FX open position almost netted with off-balance sheet excess position, thus, banks
continued their cautious stance with respect to net FX position. In March 2020, the sector’s FX net
general position/capital ratio, which was -0.1%, was significantly lower than the two-way legal limit of
20% (Chart IV.3.3). In order to contain the adverse impact of the likely adverse financial developments
due the coronavirus pandemic on legal limits, in a press release on 23 March 2020, the BRSA announced
some supportive arrangements with respect to the FX net general position/capital ratio calculation to be
effective until 31 December 2020. In the mentioned press release, it was stated that the provision for
decrease in the value of FX securities portfolio may not be included in the FX net general position; and
decrease in the value of fixed interest rate securities at fair value through other comprehensive income
on 23 March 2020 may not be regarded as capital (Box I.1.I).
A breakdown of off-balance sheet FX transactions actively employed by the sector in FX risk management
reveals that currency swaps continued to be used intensively. On the other hand, the share of options in
this composition decreased (Chart IV.3.4).
Chart IV.3.3: Banking Sector's FX Position (USD
billion, %)
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IV.4 Profitability and Capital Adequacy
After being flat from the last reporting period through the end of 2019, profitability indicators of the
banking sector displayed an uptrend until February 2020 due to strong TL loan growth, a positive duration
gap and better asset quality (Chart IV.4.1). In March 2020, however, loan provisions increased by banks
stemming from their prudent behavior to the coronavirus uncertainty, brought their equity profitability
and ROA back to the end-2019 level. The March fall in profitability was also driven by the restrictions that
the CBRT and the BRSA successively imposed on the maximum amount of some fees that are charged to
commercial customers and financial consumers (Box I.1.I).
In the current reporting period, increased net interest income and improved asset quality were the key
drivers of better return on equity and ROAs. Lately, the increase in net interest income has been largely
due to net interest margin rising on a positive duration gap. As rate cuts are fully passed on to loans,
which have longer maturity than deposits, in time, there will likely be less contribution from the positive
duration gap-backed net interest margin. Moreover, loans granted on favorable terms to minimize the
financial impact of the coronavirus outbreak may drive the net interest margin lower.
With smaller loan growth and stronger equity structure of banks in the previous reporting period, the
CAR remained on the rise until the end of 2019. However, the sector’s CAR went down in the first two
months of 2020 due to widespread loan growth and increased risk-weighted assets (Chart IV.4.2). On 23
March and 16 April 2020, the BRSA made adjustments to the calculation of credit exposure and equity in
order to alleviate any CAR volatility while the coronavirus dominates the economy and in the postpandemic recovery period (Box I.1.I).
Chart IV.4.1: Return on Assets and Equities (%)
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IV.4.1 Profitability
Among factors that affected the change in ROA over the past year, non-interest income and net interest
income had a positive effect on profitability. On the other hand, special provisions of nonperforming
loans and losses from financial derivatives had a negative effect on profitability (Chart IV.4.3). As of March
2020, the sector’s ROA was down 15 basis points to 1.2%.
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Chart IV.4.3: Effect of Income/Expense Items on ROA
(Annual, %)

Chart IV.4.4: Contribution to Changes in Net Interest
Income (12-Month Cumulative, TRY Billion, %)
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Twelve-month cumulative net interest income posted a sharp increase after having remained flat from
the previous reporting period to the end of 2019. In this respect, net interest income contributed
positively to the sector's ROA in the last 12-month period by around 31 basis points. This upsurge was a
result of interest expense paid to deposits growing less than interest income received from loans. On the
volume effect and interest margin effect side, the volume effect was flattened by the constant
contribution from TL loan growth, while the net interest margin was significantly wider. The main driver
of the change in interest income has recently been the wider net interest margin (Chart IV.4.4). Thus, the
pass-through from rate cuts to deposit expenses will occur faster due to a positive duration gap, i.e.
deposits having shorter maturity than loans. On the other hand, as rate cuts are broadly passed on to
loans over time, the net interest margin will make less contribution to net interest income. In addition,
the increased utilization of coronavirus stimulus loans with flexible payment options and low interest
rates will likely cause the net interest margin to narrow.
The recent modest decline in the closely monitored loans to performing loans ratio was due to standard
loans registering a larger growth than nonperforming loans (Chart IV.4.5). The NPL collection rate, on the
other hand, remained flat. The NPL coverage ratio is the ratio of loan loss provisions to nonperforming
loans. After remaining virtually constant from the previous reporting period to the end of 2019, this ratio
increased around the end of the current reporting period as banks prudently raised provisions. This
increase was also fueled by the BRSA’s decision on 17 March 2020 that increased banks’ threshold
payment deferrals for non-performing loans from a minimum of 90 days to 180 days until 31 December
2020 and thus brought nonperforming loans down.
The other non-interest income/expenses item, in which banks record their profits and losses in securities
trading, derivatives and foreign exchange transactions, had a negative impact on profitability compared
to a year earlier. The underlying reason was losses incurred on cross-currency swaps trades. Meanwhile,
transaction costs for currency swaps continued to drop due to interest rates (Chart IV.4.6).
ROA was up about 24 basis points thanks to a rise in non-interest income led by provision cancellations
and increased revenues from banking activities in the current reporting period. Compared to a year ago,
rising insurance commissions and credit card fees and commissions were the main drivers of the
increased banking services income. However, there was a fall in revenues from credit card fees and
commissions in the current reporting period following the CBRT’s regulation about the commission rate
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applicable to member businesses announced on 1 November 2019. In addition, new arrangements by the
CBRT and the BRSA that introduced upper limits on some bank fees for certain products and services by 1
March 2020 put a cap on the increase of revenues from banking activities (Box I.1.I).
Chart IV.4.5: Additional NPL Indicators (%)

Chart IV.4.6: Currency Swap Transaction Costs and
Interest Rates (TRY Billion, %)
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IV.4.2 Capital Adequacy
Over the past year, legal capital has been positively affected by the increase in subordinated debts and
the level of profitability. Additionally, amid rate cuts, equities were buoyed up by positive valuation
differences related to securities at fair value through other comprehensive income (Chart IV.4.7). The
BRSA announced on 23 March 2020 that value losses in the Portfolio of Securities At Fair Value Through
Other Comprehensive Income might not be passed on to equities until 31 December 2020 in calculating
the CAR (Box I.1.I). In doing so, negative effects from this channel have been averted until 31 December
2020.
Although there has been no significant change in the composition of risk-weighted assets, credit exposure
growth and asset growth have been trending upward in the current reporting period. Meanwhile, the
ratio of risk-weighted assets to total assets has increased only modestly (Chart IV.4.8).
In the upcoming period, the pandemic-led financial volatility may put a strain on credit exposure and thus
on the CAR. Therefore, on 23 March 2020 and 16 April 2020, the BRSA announced new arrangements to
contain any negative impact of the FX asset portion of credit exposure on the CAR. On 23 March 2020,
the BRSA fixed the FX buying exchange rate at its level on 31 December 2019 until 31 December 2020 for
FX assets and related provisions, both a part of credit exposure, to limit the negative effects of exchange
rate changes on the CAR through the valuation channel. Moreover, on 16 April 2020, the BRSA allowed a
0% risk weighting in calculating credit exposure for FX loans from the Turkish Central Government (Box
I.1.I). The latter arrangement will likely help shield the CAR from exchange rate and interest rate volatility.
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Chart IV.4.7: Changes in Equity (TRY Billion)

Chart IV.4.8: Risks and Assets Developments (%)
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Having remained flat through the most of the current reporting period, the CAR displayed a drop in the
first two months of 2020 due to a sector-wide TL loan growth. In March, limited loan growth due to the
coronavirus-led financial uncertainty and the BRSA’s rearrangement of CAR calculation caused the CAR to
rise in banks other than state-owned deposit banks. Meanwhile, as coronavirus stimulus loans that
provide some relief to the corporate sector and households have been mostly granted by state-owned
banks, the CAR of state-owned deposit banks remained constant. The sector's strong capital structure will
likely be immune to a temporary volatility in the CAR over the near future thanks to the BRSA’s supportive
measures (Chart IV.4.9). This projection is also supported by the TWF’s announcement of a capital boost
for three state-owned deposit banks (Box I.1.I).
Chart IV.4.9: CARs by Sector and Types of Banks (%)
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V.1 Effects of Unemployment and Credit Developments on Asset
Quality
V.1.1 Introduction
Repayment of loans is significant to the manageability of the cash cycle of the financial sector and healthy
functioning of the credit channel. In addition to credit conditions such as amount, maturity and interest,
the macroeconomic cycle is also significant to the debtors’ capacity to service loan debt. In the firms’
side, leading micro indicators such as orders, short term asset and liability amounts and profitability as
well as leading macro indicators such as the industrial production index (IPI) and capacity utilization rate
facilitate the evaluation of debt repayment performance, while the financial assets, income level and the
individual’s liability amount are significant factors in terms of debt repayment performance in retail loans.
In the context of these factors, indicators regarding the employment market are of great informative
value for the course of the credit quality in the retail segment. In the case of income or employment loss,
meeting essential needs with current savings is prioritized, while financing expenses becomes secondary.
This fact determining the course of NPLs also deteriorates the asset quality of the banking sector, the
counterparty of debt service.
This study analyzes the relationship between retail loan NPLs, and the unemployment being among
macroeconomic indicators with loan growth, as well as the direction and extent of the effect of these
variables on NPL developments. To this end, the direction of the effect of unemployment shocks on NPLs
and of the relationship between these factors in the long term is elaborated via econometric methods.
Meanwhile, as each new loan extended has a potential to transform into an NPL, the effect of loan
growth on asset quality is also included in the analysis. As the ratio of NPL to performing cash loans
increases, the bank’s asset quality deteriorates and activity capacity narrows (Kapuscinski, 2016). In this
respect, NPLs are considered an indicator effective on the monetary transmission mechanism (Escribano,
2013). Retail loans’ status as performing through continuing regular payments or their transition to nonperforming accounts due to failure in their payments are closely related to the employment status of the
users of the loan, observing unemployment is considered an important element in tracking NPL
movements. From a macroeconomic perspective, as unemployment increases, the debt repayment
capacity of individuals declines, which is likely to have adverse effects on the banks’ asset quality. An
increase or decrease in loan growth through new loan utilization also stands out as a factor that has
direct and indirect effect on NPL movements. As loan growing above its usual trend implies a possible
change in the client profile utilizing the loan or an increase in the indebtedness of the people with the
same profile, this can be a factor to increase the NPL balance growth in the following period. For these
reasons, this study examines banking sector retail loan NPL movements and periodic development, as
well as handling NPL movements in subcategories of housing, automobile, general purpose loans and PCC
separately. Moreover, periodic analysis of employment and unemployment realizations are made to
evaluate breaking points. In the last part of the study, the impact of unemployment and loan growth on
NPLs is analyzed. In this context, the direction and dimension of the effects are observed via the Granger
causality test, vector autoregressive (VAR) model and autoregressive distributed lag (ARDL) bound test,
and similarities derived from the conclusions of the methods are discussed.
There is wide range of literature regarding the determinant factors of NPLs. There are country-based
studies as well as those including numerous countries with analyses concerning the course of NPLs. What
is more, studies handling the banking sector include panel data analyses, while time series-based
methods are mostly preferred in the studies of that literature. As country-specific factors and regulations
differ in NPL movements and bear great significance, time series-based analyses are more prevalent.
Analyses are mostly oriented towards determining macroeconomic factors that influence NPLs, but there
are also studies handling bank-specific factors. In fact, in the study by Louzis et. al. (2011), effects of both
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macroeconomic and bank-based factors on NPL movements are analyzed. Messai and Jouini (2013)
discuss macro and microeconomic determinants of NPLs, and list GDP growth and the bank’s return on
asset as factors that stand out. Although it depends on the type of loans for which the NPL is analyzed, in
general, macroeconomic indicators such as GDP growth, unemployment rate, interest rates, exchange
rate, industrial production, inflation and loan growth proved to be effective factors. In the study of
Ahmad and Bashir (2013), an analysis of the direction and extent of the impact of nine macroeconomic
factors including these indicators on NPL movements were examined. In another study concerning
Turkey, Vatansever and Hepsen (2013) concluded that factors such as the unemployment rate, return on
equity, CAR, IPI and BIST 100 index were factors that explain NPL movement.

V.1.2 Banking Sector NPL Ratios
In the Turkish banking sector, NPLs are classified according to the provisions of the “Regulation on the
Classification of Loans and Provisions to be Set Aside” issued by the BRSA. Accordingly, loans are deemed
as non-performing and the required provisions for them set aside when a delay occurs in the installment
payment of a loan classified as a performing loan more than 90 days, when an opinion arises that
collection of the loan will be delayed for more than 90 days due to macroeconomic conditions or adverse
developments peculiar to the debtor, when there is deterioration in the debtor’s credit worthiness, or
when the loan is subject to lifetime expected credit loss provisioning due to the debtor’s default
according to the Turkish Financial Reporting Standard (TFRS) 9. Receivables classified as non-performing
loans can be re-classified as performing loan as per the provisions stated in the regulation if they are
collected without realizing the collateral or they are restructured, whereas they may be deregistered if
they are not collectible or sold to an AMC.1
NPL ratios in commercial and retail loans are shaped within macro financial conditions and mostly move
in the same directions, yet there have been some periods marked with different directions. Depending on
their high share within total credits, NPL developments in commercial loans play a determining role in the
total NPL ratio of the banking sector (Chart V.1.1). Cyclical developments, loan supply-demand conditions
and economic developments affecting individuals’ payment performance affect the development of NPL
ratios, while macroprudential policies enforced in view of the period-specific needs can have short- and
long-term consequences for NPL ratios.
Due to the structural differences in loan characteristics, collateral, maturity or interest rate, NPL ratios in
retail loans record great divergence across subcategories (Chart V.1.2). In housing loans having high
collaterals, the NPL ratio stands mostly at low levels, usually below 1%. The NPL ratio follows a relatively
stable course in automobile loans as well, and hovered around 3% in the last decade. The NPL ratio in
general purpose loans and PCC, which are affected by cyclical developments faster and harder and have
shorter maturities than collateralized loans on average, developed a more fluctuating structure, and
reached higher values than other retail loan types in the last five years. Since 2005, the NPL ratio in PCC
has proved to have the highest values and the most fluctuating structure among retail loan types
excluding the global crisis period. The general purpose loan NPL ratio has not been as high and fluctuating
as PCC, yet moved in a similar path. In 2009, the global financial crisis resulted in peak levels in NPL ratios
across all retail loan types. Since 2013, macroprudential policies such as maximum maturity and
installment arrangements applied gradually to PCC and general purpose loans led to increases in NPL in
the short and medium term, yet these NPL ratios trended downwards in the following period as payment

1 Restructuring of non-performing receivables is

always possible as per the provisions of the legislation, yet restructuring in certain periods can be
facilitated by comprehensive regulations with provisions such as framework contract facility, temporary exemptions from tax or duty or omission of
receivables from embezzlement. Regulations in the 2002 “İstanbul Approach”, the 2006 “Anatolian Approach” and in 2018 and 2019 can be included
within this context. Meanwhile, these regulations are practices for non-performing receivables stemming from commercial loans rather than our study’s
scope of retail loans. Additionally, with the Board Decision No. 8948 of the BRSA on 17 March 2020, the minimum delay for banks’ non-performing
receivables, which had been 90 days, was extended to 180 days to be effective until 31 December 2020 (Box I.1.I). As the coverage of the data used in
the analysis is until January 2020, they do not include the effect of this decision.
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habits of individuals harmonized with the new practices and there was some easing in policies.2 As
macroprudential policies have been implemented gradually towards easing since the third quarter of
2018, retail loan NPL ratios trended downwards, unlike commercial loan NPL ratios.
Chart V.1.1: NPL Ratios by Loan Types (%)
Chart V.1.2: NPL Ratios by Retail Loan Types (%)
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V.1.3 Employment and Unemployment Rates
In Turkey, the labor force registers a regular increase in tandem with population, and stood at 32.5
million people at the end of 2019. Meanwhile, the number people employed receded in 2008, the onset
of the global financial crisis and in the second half of 2018 as well as the first half of 2019, but increased
more slowly than the labor force in the 2012-2016 period, which reflected into the employment rate as a
limited yet continuous decline (Chart V.1.3). The most notable trend of recovery in the employment rate
was seen in the period from mid-2009 to end-2011. Seasonally-adjusted data suggest that at the end of
2019, the number of people employed was 28.2 million, and the employment rate, which has been on a
trend of recovery since the second half of 2019, was 86.9%.
In Turkey, the unemployment rate posted increases up to 5 percentage points from the second quarter of
2008 to the second half of 2009 due to the global financial crisis; from the second quarter of 2016 to the
start of 2017 due to the domestic and geopolitical developments and from 2018 following the
fluctuations in the exchange rate markets to mid-2019 (Chart V.1.4). Excluding these periods, the
unemployment rate mostly fluctuated in a relatively narrow band between 8% and 10%. Meanwhile, the
unemployment rate, which was on a downward trend in the start of the reporting period, may have
increased again as of mid-March, the period marked by the impacts of the coronavirus pandemic.
In the agricultural sector providing around 17.5% of employment, the unemployment rate hovers at
historically low levels due also to the widespread small family businesses, and remains broadly unaffected
by cyclical developments. Fluctuations in total unemployment rates mostly stem from the nonagricultural unemployment rate which is affected directly by cyclical developments. Accordingly, both
data fluctuate from time to time, yet non-agricultural unemployment rate stands 2-2.5 points above the
total unemployment rate and moves in tandem with the headline rate.

2 Gaudencio

et al. (2019) showed in a study covering eight European countries that extension of maturity in retail loans increases the probability of
loans transforming into NPL’s.
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Chart V.1.3: Labor Force, Employment Levels and
Employment Rate (Seasonally Adjusted, Million
People, %)
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Chart V.1.4: Unemployment Rates (Seasonally
Adjusted, %)
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V.1.4 Data and Method
Fundamental econometric methods are employed in this section to see the impact of the unemployed
population and loan growth on NPLs and the dimensions of this impact. In this context, the effect of
employment movements on NPLs, the direction of the effect of the shocks in unemployment on the NPL
movement and the relationship between these factors in the long term are analyzed. In addition, the
effect of loan growth at this stage is analyzed. Monthly data pertaining to the January 2006-January 2020
period (169 observations) were used in analyses. In the VAR model used in the analysis, a structure was
formed as illustrated below:
𝑘

𝑍𝑡 = 𝛽0 + ∑ 𝛽𝑖 𝑍𝑡−𝑖 + 𝜀𝑡
𝑖=1

Where 𝑍𝑡 : is a 3 variable vector formed by NPL, U and KR series and the observation value at the t time. 𝛽0 :
is the fixed term, 𝛽𝑖 : i. is the lag coefficient matrix, 𝜀𝑡 : is the vector of error terms. Definitions of NPL, U
and KR series in the model are as follows:
NPL: symbolizes the annual percentage change in the proportion of the non-performing receivables
balance deflated by CPI in retail loans extended by the banking sector.
U: is the annual percentage change in the number of unemployed in the main labor statistics announced
by TURKSTAT.
KR: is the annual percentage change of the retail performing loan stock balance deflated by CPI. The
historical evolution of these series suggests that the highest volatilities coincide with times of global
financial crisis (Chart V.1.5).
As the loan and NPL data are taken as annual percentage changes in balances, to ensure uniformity in the
compilation format of the data and put forward the effects of explanatory variables more clearly, the
annual percentage change series in the number of unemployed as an indicator of unemployment was
preferred over the unemployment rate. The strong relationship between U and NPL stands out, it is
observed that movements in U precedes NPL. In fact, the highest correlation with NPL was found
between 3 and 4 lagged values of U with a 55% correlation coefficient. Accordingly, it can be asserted
that shocks in unemployment spill over into NPL movements after 3-4 months.
Stationarity of the series was tested through the Augmented Dickey Fuller (ADF) test and the PhillipsPerron (PP) stationarity test and the relationship between series was tested with the Granger causality
test, and the direction and degree of the relationship between variables was tested through VAR analysis.
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With the help of the VAR model, impulse-response analysis and variance decomposition was made, and
lastly the results of ARDL bound test were included in the analysis.
Chart V.1.5: Historical Evolution of Series in the Model (%)
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According to the results of both the ADF and PP unit root tests, all series are stationary at 10% level. 3
Moreover, according to Zivot and Andrews (ZA) and Perron unit root test results with structural breaks,
the fact that the series are stationary despite structural break supports the results of the ADF and PP unit
root tests.4
Table V.1.1: Granger Causality Test Results
Null hypotheses

F-Statistics

Probability

U is not the Granger cause of KR

2.93

0.06

KR is not the Granger cause of U

4.07

0.02

NPL is not the Granger cause of KR

1.15

0.32

KR is not the Granger cause of NPL

3.67

0.03

NPL is not the Granger cause of U

5.27

0.01

U is not the Granger cause of NPL

14.95

0.00

Note: Significance of 1%, 5% and 10% are symbolized as ***, ** and * respectively. SIC is used for
appropriate lag.

The Granger causality test measures whether the NPL, U and KR variables have the power to explain each
other. The direction of causality obtained from the causality analysis determines the direction of the
relationship between variables employed in the model (Yılmaz, 2005). U and KR variables, the effects of
which on NPL are analyzed with this test, are expected to be the Granger cause of NPL. According to
Schwarz and Akaike information criteria (SIC and AIC), the number of lags are 2 and 12, respectively, and
as the number of observations in the analysis is few, SIC is taken as the base here. Test statistics results
and the corresponding probability values reveal that all variables found to be “Granger cause” prove to

3 When

any time series model is developed, if the quality of the stochastic process obtained changes in time, as the series is not stationary, it is not
possible to represent the past and future structure of the series with a simple algebraic model. To determine the stationarity of series, ADF and PP unit
root tests were made. After appropriate lags are determined for variables using Schwarz and Akaike information criteria (SIC and AIC), stationarity of
series was tested in with constant, with constant-trend and without constant-trend models.
4 In

cases of structural breaks in time series, the accountability of tests such as ADF and PP can be questioned, and they may suggest that the test
results are not stationary for a series which is in fact stationary. The null hypothesis of structural break unit root tests of ZA (1992) and Perron (1997)
suggest unit root when the series has structural breaks. According to ZA and Perron test results, structural breaks emerged as of the last quarter of
2009. This implies that structural breaks are a result of the global financial crisis.

89

Special Topics

have statistical significance (Table V.1.1). Both U and KR being a Granger cause for NPL supports the idea
that these variables have the power to precede NPL.
After the Granger causality status is determined, impulse-response functions and variance decomposition
are analyzed with the VAR model constructed by 2 lag according to SIC. In the Granger causality analysis,
KR and U were found to be the “Granger cause” of NPL. Meanwhile, NPL and U, which were found to be
the “Granger cause” of each other makes us think that the ordering here should be U and NPL with an
economic approach. As a result, while establishing the VAR model, ordering of variables was carried
accordingly, i.e. from external to internal (KR U NPL).
Chart V.1.6: Responses of NPL to shocks in U (%)
U

Chart V.1.7: Responses of NPL to shocks in KR (%)
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Impulse-response functions show the responses of other variables to a 1-percent shock in a variable
within the system. The response of the NPL variable to the impulse stemming from shocks in the U
variable proved positive (Chart V.1.6). These results imply that shocks that increase U also increased NPL.
The response of NPL to the impulse stemming from a shock in U proves statistically insignificant after 18
months.5 It was found that a 1-percent increase in U pushed NPL by 0.24% at the end of 18 months.6 On
the other hand, the change in the KR variable does not lead to a significant effect on NPL in the short
term (Chart V.1.7).
Results of the variance decomposition method show the sources of the change in NPL for 36 terms. This
method indicates the percentage of the changes in NPL in terms of sources, whether in the NPL itself or
shocks in U and KR. As expected, almost all of the change in the initial terms was accounted for by the
dependent variable, while the explanatory power of the NPL decreased until the end of the term and was
replaced by the U variable. According to the VAR model with 2 term lags, the U variable accounts for 48%
of the change in NPL; while NPL accounts for 45% of the change and KR accounts for 7% of the change at
the end of 12 months (Chart V.1.8). With flattening at the end of 20 months, U, NPL and KR account for
57%, 36% and 7% of the change. On the other hand, results of the VAR analysis made for retail loan subitems reveal a stronger effect of U on NPL in PCC, whereas in sub-items of consumer loans do not suggest
any statistically significant result.

5 Evaluation

of responses to impulses within confidence intervals with ± 2 standard errors suggest the statistical insignificance of the response following
the response of NPL to U around 18 months, and to its own shock after about 12 months.
6 Analysis on PCC yielded the same results as that on retail loans.
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Chart V.1.8: Variance Decomposition for NPL (%)
NPL

Source: BRSA, TURKSTAT, Authors’ estimates
Note: x axis in variance decomposition denotes months.

Latest Observation: 01.20

In the ARDL method, variables in the model are not required to be stationary in level. For the
determination of the long-term equilibrium relationship, an appropriate lag ARDL model is established,
and it is analyzed whether there is a long-term equilibrium relationship, i.e. co-integration and long-term
coefficients are obtained. Finally, ARDL-based error correction model (ECM) is established to analyze the
short-term relationship.
Table V.1.2: ARDL Bound Test and Long-Term Equilibrium Model
Model

F-Statistics

F-Statistics

11.8***

F Table (Bottom-Top) Value (10%)

2.71 - 3.45

F Table (Bottom-Top) Value (5%)

3.24 - 4.05

F Table (Bottom-Top) Value (1%)

4.36 - 5.39

Long-term Equilibrium Model
Error Correction Coefficient

Coefficient Value

NPL = -15.27 + 2.27xU + 0.79xKR
[0.4]***

[0.3]**

-0.096***

Note: Significance of 1%, 5% and 10% are symbolized as ***, ** and * respectively. Values in square brackets in the long-term
equilibrium model give standard errors of coefficients.

The number of lags determined according to SIC were used while establishing the ARDL model, and
accordingly the appropriate model for NPL, U and KR variables, ARDL was determined as (1,0,0).
Accordingly, with the bound test, the null hypothesis, which is no long-term equilibrium or co-integration,
was checked. As the F-statistics calculated according to test results proved even higher than the upper
bound of 1 statistical significance level, the null hypothesis was rejected, and it was concluded that there
was long-term equilibrium or co-integration among variables (Table V.1.2).
According to the resulting long-term equilibrium model, both the U and the KR variables prove to have a
positive effect on NPL. The effect of U is statistically significant and larger than KR. A co-analysis of it with
the result of the impulse-response analysis suggests that the effect of an increase in retail loan growth on
the growth rate of non-performing receivables balance in the short term is statistically insignificant, while
partial default in repayment of some of the loans utilized in the long term increased this rate in real
terms. Retail loan repayment performance of the household gets weaker due to the impaired debt
repayment power as a result of the decline in employment.
Following the long-term equilibrium model analysis, the short-term relationship was examined with the
ECM established based on the ARDL model. The ECM coefficient showing the time that shocks need to
reach long-term equilibrium due to the changes in the short term is -0.096, which is statistically
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significant. Thus, it reveals that about 9.6% of the shocks will be corrected in a term. Accordingly,
correction of the shock and realization of the long-term equilibrium takes about 12-18 months. This is
consistent with the results obtained from the variance decomposition and impulse-response functions.

V.1.5 Conclusion
As a regular income is a significant factor for individuals to repay their credit debts in time, the rise in the
annual percentage change in the number of unemployed is expected to increase the annual growth in
non-performing loans. The analyses undertaken also support this. Meanwhile, since all new loans
extended bear the potential to have delays in collection, increases in annual growth in retail loans are
believed to increase the annual growth in these non-performing loans, and analyses pointed out that this
is the long-term effect. Increased indebtedness reduces the individuals’ debt service capacities, which
weighs on the probability of loans being transformed into NPL in the long term. As a result of the
methods used, the course of NPLs in the term proved to move in tandem with the annual percentage
change in the number of unemployed and retail loan balance, which are the explanatory variables.
Results regarding unemployment imply that employment developments are quite influential in the course
of retail loan NPL both in short, medium, and long terms. The rise to be recorded in unemployment led by
the adverse impact of the recent coronavirus pandemic on the employment market is expected to spill
over into NPL in the upcoming period. Timely policy actions such as the extension of transition to NPL to
180 days, banks’ delay of payment of the debt, and enforcement of short-term employment allowance
are projected to slow down transitions in this period.
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V.2 The Coherence between Credit and Business Cycles: Evidence
from the Turkish Banking Sector
V.2.1 Introduction and Related Literature
Advanced financial markets are among the factors that support economic growth by enabling the
distribution of funds and channeling the funds required for investments to the real sector. Besides the
effects on the supply side, it is argued that economic growth also increases the demand for financial
intermediation activities and plays an important role in the cyclical behavior of loans (Hicks, 1969; Minsky,
1977). Specifically, in the aftermath of the global financial crisis, studies examining the co-movements
and interactions of credit and business cycles have gained importance in empirical literature. The fact
that global economic meltdowns coexisted with financial market volatility, asset price drops, liquidity
squeezes and rapid slowdowns in credit extension has recently increased the importance of the
relationship between credit and business cycles in terms of financial stability (Jorda et al., 2011; Jorda et
al., 2016).Studies reveal that credit cycles have information value in predicting financial imbalances and
economic crises (Schularick and Taylor, 2012; Drehmann et al., 2012). The duration and magnitude of
economic stagnations seem to depend on the nature of financial cycles (Claessens et al., 2011). The
deviation of financial cycles from the long-term averages generated by loan growth and asset prices in
particular, is one of the most successful early warning indicators of crises (Borio and Drehmann, 2009).
A section of the recent empirical literature that is more relevant to this special topic aims to measure the
synchronization of direct credit and growth cycles. Claessens et al. (2012) find that growth and credit
cycles are synchronized across the sample by 80% while covering a wide period using data from 44
countries. Comparisons between country groups show that cyclical synchronization is higher in advanced
economies than in EMEs. Similarly, Kurowski and Rogowicz (2018) conclude that the synchronization
between financial cycles and cyclical movements in macroeconomic aggregates is high and becomes
more evident in times of crisis. Focusing on Spanish case, Sala-Rios et al. (2016), on the other hand,
quantify cyclical synchronization and determine that the business cycle leads credit developments. While
credit cycles are found to last longer than business cycles, the phases of credit expansion and credit
contraction have similar durations on average in the case of the Spanish banking sector. Across different
types of loans, loans extended to the real sector seem to be largely aligned with the direction of
economic activity. Among loans extended to households, home loans serve as a leading indicator for the
macroeconomic outlook.
In the first stage of this study, we analyze the degree of coherence between credit and business cycles in
Turkey for the 2007-2020 period, based on three different indices. The synchronization index used in
Mink et al. (2012) and Samarina et al. (2017) reveals itself as the most basic method. This index basically
tests whether output and credit gap indicators register the same mark over a given time period. As it is
dynamically calculated on a time dimension, this index can monitor the relationship better than the static
correlation method. As a second method, we preferred the concordance index introduced by Harding and
Pagan (2006). This index shows whether the series representing financial intermediation and economic
activity are in co-expansion or co-contraction phases on the cyclical plane. In other words, it helps to
capture the co-movement of the momentums of economic and credit cycles. As a third and final
indicator, we calculated the similarity index used in Mink et al. (2012) and Samarina et al. (2017). In
addition to the position and momentum of the cycles, this index also provides a definitional
demonstration of the coherence of their magnitudes. The suitability of total loans as well as various
subcategories of loans with the business cycle is analyzed using the same methods. In the second stage of
this study, we analyze local and global macro-financial factors that affect different coherence
characteristics of credit and business cycles using ordered logistic regression methods.
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V.2.2 Credit Market Outlook during Growth Shocks
In the sample period, the Turkish banking sector provides an adequate framework to examine the timevarying synchronization of business and financial cycles. As shown in Charts V.2.1 and V.2.2, three time
frames of worsened economic outlook can be identified over the examined period. Shocks in these
periods have high heterogeneity in terms of source, quality, duration and subsequent policy measures.
January 2009 is a period when the global financial crisis affected domestic macroeconomic
developments, external demand shrunk, capital outflows occurred, and investments weakened. Looking
at the level of loans and monthly rates of change across a 24-month window over the pre- and post-crisis
period, it is observed that the recovery in total loans took relatively longer and the recovery in
commercial loans was weaker compared to retail loans. Weak investment and export appetite and
stagnant commercial activity were likely to blame for the belated recovery in commercial loans.
In July 2016 when global and local geopolitical risks prevailed, credit growth remained partially intact as
the growth shock had a relatively lower impact and policy measures were in place to help economic
agents access financing in the period thereafter. Specifically, as CGF-guaranteed loans eliminated credit
constraints and supported the recovery in economic activity, commercial loans registered a faster and
larger growth than retail loans over the study period. More recently, financial market volatilities and tight
financial conditions caused economic activity to be particularly weaker at the end of 2018. In this period,
thanks to improved expectations and macroprudential policy measures taken to ensure the smooth
functioning of the credit channel, the credit market saw a rapid recovery led by retail loans.
Chart V.2.1: Credit Market Outlook during Growth Shocks (Level, BLTS, t0=100)
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Chart V.2.2: Credit Market Outlook during Growth Shocks (Monthly percentage change, BLTS)
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V.2.3 Methodology and Data
The sample period is January 2007 to January 2020. In the first stage, business and credit cycles were
obtained using a one-sided Hodrick-Prescott (HP) filter.1 This method allowed us to build output and
credit gap indicators, which signify the deviation of economic activity and credit series from their longterm trend. We used a seasonal and calendar adjusted IPI as it is more representative of economic
activity at high frequency. Credit gap series, on the other hand, were obtained using both total loans and
subcategories of loans, comprising retail loans, commercial loans, consumer loans, credit cards, housing
loans, vehicle loans, SME loans, large firm loans, foreign trade loans, investment loans and business
loans.2
The synchronization index is the first indicator used to measure the coherence of credit and business
cycles. The index value for a certain period was estimated as in Mink et al. (2012) and Samarina et al.
(2017):
𝑆𝑦𝑐𝑛ℎ𝑟𝑜𝑛𝑖𝑧𝑎𝑡𝑖𝑜𝑛𝑡 =

𝑂𝑢𝑡𝑝𝑢𝑡 𝐺𝑎𝑝𝑡 ∗ 𝐶𝑟𝑒𝑑𝑖𝑡 𝐺𝑎𝑝𝑡
|𝑂𝑢𝑡𝑝𝑢𝑡 𝐺𝑎𝑝𝑡 ∗ 𝐶𝑟𝑒𝑑𝑖𝑡 𝐺𝑎𝑝𝑡 |

(1)

In periods when the synchronization index takes the value of 1, the output gap and the credit gap are of
the same sign, whereas a difference in the sign of these two indicators causes the index to take the value
-1. This index aims to measure the synchronization of positions between credit and growth dynamics on
the cyclical plane in a simple structure. The second coherence indicator, i.e. the concordance index, is
1 The

lambda parameter was set to 14,400, the commonly accepted value for monthly data. The one-sided version of the filter reduces the effect of
future observations on previous estimates.
2 Loans are adjusted for exchange rate effects. Series used in the analysis are retrieved from the TURKSTAT, CBRT and Bloomberg databases.
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calculated by the method suggested in Harding and Pagan (2006), Meller and Metiu (2017) and Oman
(2019):
𝐶𝑜𝑛𝑐𝑜𝑟𝑑𝑎𝑛𝑐𝑒𝑡𝐵𝐶 = (𝐵𝑡 ∗ 𝐶𝑡 ) + (1 − 𝐵𝑡 ) ∗ (1 − 𝐶𝑡 )
𝐵𝑡 = {

1
0

𝑖𝑓 𝑜𝑢𝑡𝑝𝑢𝑡 𝑔𝑎𝑝 𝑖𝑠 𝑖𝑛 𝑢𝑝𝑡𝑢𝑟𝑛 𝑝ℎ𝑎𝑠𝑒
}
𝑖𝑓 𝑜𝑢𝑡𝑝𝑢𝑡 𝑔𝑎𝑝 𝑖𝑠 𝑖𝑛 𝑑𝑜𝑤𝑛𝑡𝑢𝑟𝑛 𝑝ℎ𝑎𝑠𝑒

1
0

𝑖𝑓 𝑐𝑟𝑒𝑑𝑖𝑡 𝑔𝑎𝑝 𝑖𝑠 𝑖𝑛 𝑢𝑛𝑝𝑡𝑢𝑟𝑛 𝑝ℎ𝑎𝑠𝑒
}
𝑖𝑓 𝑐𝑟𝑒𝑑𝑖𝑡 𝑔𝑎𝑝 𝑖𝑠 𝑖𝑛 𝑑𝑜𝑤𝑡𝑢𝑟𝑛 𝑝ℎ𝑎𝑠𝑒

𝐶𝑡 = {

(2)

In this model, 𝐵𝑡 and 𝐶𝑡 are dummy variables that indicate whether the output gap and the credit gap are
in an increasing or decreasing phase. In periods when economic activity and credit series move from
"trough-to-peak", they take the value of 1, and when they move from "peak-to-trough", they take the
value of 0. The index itself is set to take the value of 1 if the cycles are in the same phase and 0 if not.
As the last indicator, we estimated a similarity index using the methodology suggested by Mink et al.
(2012) and Samarina et al. (2017). This index summarizes how coherent the magnitudes of business and
credit cycles are:
𝑆𝑖𝑚𝑖𝑙𝑎𝑟𝑖𝑡𝑦𝑡 = 1 −

|𝑂𝑢𝑡𝑝𝑢𝑡 𝐺𝑎𝑝𝑡 − 𝐶𝑟𝑒𝑑𝑖𝑡 𝐺𝑎𝑝𝑡 |
0.5 ∗ (|𝑂𝑢𝑡𝑝𝑢𝑡 𝐺𝑎𝑝| + |𝐶𝑟𝑒𝑑𝑖𝑡 𝐺𝑎𝑝𝑡 |)

(3)

Unlike the first two indices, this index, which is a continuous variable, takes values in the range of [-1,1].
High index values indicate better synchronization between the magnitudes of cyclical movements while
low values denote impaired synchronization.
In the next stage of the study, using the ordered logistic regression method, we explored how indices
measuring the coherence of cycle positions, momentums and magnitudes interact with global and local
macro-financial variables. We preferred this method as all indices are limited to certain values and
feature ordinal ranking.
(4)

This regression was estimated separately for cases where synchronization, concordance and similarity
indices were dependent variables. In addition to the coherence of economic activity and total credit
cycles, estimates were repeated with indices obtained for subcategories of loans. Large data sets were
used to create explanatory variables. In this context, the factor that denotes local financial conditions was
established by applying the principal component analysis (PCA) to nine series, which have information
value on foreign exchange, bonds, stock markets and risk premium. As a representation of
macroeconomic volatilities, the volatility estimations of a GARCH (1.1) model for ten series on inflation,
economic activity, external trade and public finance were aggregated by the PCA analysis.3 Portfolio
movements by non-residents through stocks, government bonds and corporate bonds were used as a
variable for capital flows. Lastly, we built an explanatory variable representative of global financial risks by
conducting a static factor analysis on 11 series that consist of indicators for bond returns, oil prices, the
foreign exchange market and implied volatility.

3 Conversions

analysis.
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V.2.4 Results
Chart V.2.3 shows the results from the synchronization index that measure the coherence of relative
positions on the cyclical plane.4 The fact that the index from the coherence of loan and output gaps is in
positive territory indicates a high synchronization between economic activity and the credit outlook
throughout the sample period. It is noteworthy that this synchronization was maintained to a great
extent across all loan categories, including during crisis periods, but was largely lost from the second half
of 2014 to 2016. A more detailed analysis shows that this discrepancy was caused by the credit gap being
in positive territory versus the output gap being in negative territory cyclically. An important finding
regarding subcategories of loans is that the synchronization between personal loans and economic
activity was lower, especially in the post-2011 period, when macroprudential policies were heavily in
place. In fact, installment limitations and factors, the CCF in particular, affecting the use of retail loans
reduced the coherence with the position of economic activity, as intended. Vehicle loans, credit cards and
general-purpose loans, to which these policies were applied, played a role in the reduced
synchronization. With CGF-backed loans in 2017, the synchronization of the position between
commercial loans and economic activity improved. As of mid-2019, there has been a synchronized
increase in economic activity and credit growth amid improved expectations and easing financial
conditions. Looking at sub-details, it seems that even though retail loans remained highly synchronous,
the synchronization of commercial loans and business cycles decreased in this period due to
developments in the risk premium and a sluggish investment appetite.
The results from the concordance index monitoring co-movements of expansion and contraction are
shown in Chart V.2.4. The convergence of the index to 1 indicates that credit and economic cycles are
more inclined to share the same phase, whereas a convergence to 0 indicates a stronger tendency to be
in a different phase. Across the sample, business cycles precede credit cycles by 3 to 6 months, based on
the type of loan. In line with this, the lagged relationship also strengthened during the global financial
crisis, when the magnitude and duration of economic shocks were high, and co-existence in the same
phase (expansion / contraction) weakened. In fact, when economic activity was back on a recovery track
(in an upward phase) in this period, the credit cycle continued to narrow (in a downward phase) and
displayed a delayed “trough-to-peak” movement. The level of concordance has been lower in recent
shocks but is relatively high for total and commercial loans. However, there has been a decline across all
subcategories of retail loans (housing, vehicle, credit cards, general-purpose).
Finally, we are presenting the results from the similarity index that monitors the coherence between
cycle magnitudes (Chart V.2.5). Having been volatile at the beginning of the sampling period, the
magnitudes of economic activity and credit cycles varied significantly, especially between 2012 and 2015.
This period was marked by massive credit movements in the face of relatively low-volume business
cycles. The CGF practices of 2017 supported the magnitude suitability of business cycles, particularly for
commercial loans. The divergence in cycle magnitudes of commercial loans and economic activity has
recently been more pronounced for SME and business loans.

4 Indices

are presented in the form of 12-month moving averages to keep track of overall trends.

97

Special Topics

Chart V.2.3: Synchronization Index (Coherence in Cyclical between Loans and Economic Activity, 12-Month
MA)
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Chart V.2.4: Concordance Index (Coherence in Cyclical Phases between Loans and Economic Activity, 12Month MA)
Total

Retail

Commercial

1.0
0.8
0.6
0.4
0.2

Source: Author’s calculations

01.20

01.19

01.18

01.17

01.16

01.15

01.14

01.13

01.12

01.11

01.10

01.09

01.08

0.0

Last Observation: 01.20

Chart V.2.5: Similarity Index (Coherence in Cyclical Magnitudes between Loans and Economic Activity, 12Month MA)
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Findings from the second stage of the analysis provide information on the factors affecting the coherence
of cycle positions, momentums and magnitudes (Tables V.2.1 and V.2.3). Results of the synchronization
index provide evidence that local financial conditions increase the synchronization of loans with economic
activity. Periods of tight local financial conditions can also be defined as periods with a closer positioning
to the business cycle, especially for housing, foreign trade, business and SME loans. The fact that bank
loans account for a significant share of household and corporate liabilities and financing through loans is
at a historically high level is one of the structural factors supporting the role of local financial conditions.
On the other hand, the highly volatile macroeconomic outlook increases the synchronization for vehicle
loans, credit cards, business loans and SME loans. Meanwhile, capital flows are found to have a major
impact on the subcategories of loans. As shown in Table V.2.1, stronger capital inflows support the
synchronization of credit and business cycles. It is known that when capital flows are stronger, banks
borrow more from abroad, loan supply strengthens and asset prices increase. Thus, firms' access to lowcost liquidity and finance amid strong capital flows increases cyclical synchronization by supporting
investment activity.
According to results from the logistic regression analysis, where the concordance index is a dependent
variable, tight local financial conditions help increase the concordance of economic activity with
consumer, housing, business and SME loans. Unlike the synchronization index, macroeconomic
fluctuations have a negative effect on phase concordance. This effect is statistically significant for
consumer, vehicle, general-purpose and investment loans. As in position synchronization, stronger capital
flows support phase concordance as well, which is evident for all subcategories of loans. Lastly, we
analyzed the determinants of the similarity index, which provides information on the coherence of
magnitudes between the cycles. As shown in Table V.2.3, unlike positioning and momentum coherence,
local financial conditions have less impact on this index. On the other hand, high volatility heightens the
similarity index across all subcategories of loans. Meanwhile, capital flows seem to support the similarity
of magnitudes between commercial loans and the growth cycle.
The results of these three indices show that local financial conditions are an important factor in the
cyclical co-movements between business loans and economic activity. The fact that business loans are of
shorter term and more of a revolving nature than investment loans affects the sensitivity to financial
conditions. Capital flows, on the other hand, affect the coherence with economic activity across all
subcategories of commercial loans. As they determine the amount, maturity and cost of financing, capital
flows fuel cyclical movements in economic activity through investment trends. In addition, global financial
indicators appear to have less explanatory power for the coherence between loans and economic activity.
The coronavirus pandemic poses downside risks to industrial production and external trade on a global
scale, and to consumer and investment spending on a domestic scale through mobility constraints and
mounting uncertainties. Moreover, the sharp weakening of capital flows and the decreased investment
appetite for risky financial assets may affect loan supply negatively, which will potentially cause a rapid
deterioration in the coherence of commercial and retail loans with macroeconomic cycles. On the other
hand, the measures taken by public authorities and the CBRT to support market liquidity and sustain a
functioning credit channel will ease loan supply and demand conditions, and maintain the
synchronization of credit and business cycles as economic activity recovers in the upcoming period.
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Table V.2.1: Ordered Logistic Regression Results
Dependent Variable:
Synchronization Index
(Trend)
Local Financial
Macro Volatility
Capital Flows
Global Financial
Number of
Observations
Dependent Variable:
Synchronization Index
(Trend)
Local Financial
Macro Volatility
Capital Flows
Global Financial
Number of
Observations

Total

Retail

Commercial

Consumer

Hpousing

Vehicle

Credit Cards

0.120*
(0.066)
0.020
(0.099)
0.522***
(0.176)
0.026
(0.067)

0.057
(0.068)
0.167
(0.102)
0.064
(0.172)
-0.013
(0.071)

0.166**
(0.066)
0.146
(0.101)
0.150***
(0.055)
-0.001
(0.069)

0.079
(0.065)
0.094
(0.099)
0.585***
(0.178)
-0.040
(0.067)

0.143**
(0.068)
0.015
(0.102)
-0.019
(0.185)
-0.041
(0.069)

0.025
(0.072)
0.220**
(0.101)
0.242
(0.178)
0.046
(0.069)

-0.089
(0.064)
0.210**
(0.099)
-0.208
(0.177)
0.092
(0.074)

145

145

145

145

145

145

145

GeneralPurpose

Foreign Trade

Investment

Business

SME

Large Firm

0.054
(0.070)
0.150
(0.101)
0.140
(0.171)
0.054
(0.079)

0.139**
(0.070)
0.202**
(0.101)
0.513***
(0.177)
0.001
(0.077)

-0.003
(0.072)
0.035
(0.104)
0.555***
(0.173)
0.006
(0.076)

0.135**
(0.068)
0.177*
(0.100)
0.497***
(0.174)
0.008
(0.069)

0.165**
(0.072)
0.254**
(0.0993)
0.607***
(0.185)
0.038
(0.081)

0.008
(0.061)
0.025
(0.101)
0.377***
(0.177)
0.013
(0.065)

145

145

145

145

145

145

Robust standard deviations are presented in parentheses. Constant term is added to logistic regressions. ***, **, * denote a statistical
significance of 1%, 5% and 10%, respectively.

Table V.2.2: Ordered Logistic Regression Results
Dependent Variable:
Concordance Index
(Trend)
Local Financial
Macro Volatility
Capital Flows
Global Financial
Number of
Observations
Dependent Variable:
Concordance Index
(Trend)
Local Financial
Macro Volatility
Capital Flows
Global Financial
Number of
Observations

Total

Retail

Commercial

Consumer

Housing

Vehicle

Credit Cards

0.037
(0.065)
-0.364***
(0.109)
0.467***
(0.178)
0.002
(0.068)

0.081
(0.069)
-0.342***
(0.117)
0.150
(0.172)
-0.023
(0.066)

0.060
(0.062)
-0.187*
(0.100)
0.474***
(0.177)
-0.032
(0.067)

0.130**
(0.066)
-0.225**
(0.106)
0.619***
(0.181)
0.010
(0.066)

0.173**
(0.069)
-0.095
(0.109)
0.607***
(0.177)
-0.023
(0.066)

0.073
(0.065)
-0.255**
(0.109)
0.0325
(0.172)
0.011
(0.068)

-0.022
(0.060)
-0.122
(0.101)
-0.623***
(0.183)
0.026
(0.066)

145

145

145

145

145

145

145

GeneralPurpose

Foreign Trade

Investment

Business

SME

Large Firm

0.054
(0.0604)
-0.168*
(0.099)
0.430**
(0.172)
-0.013
(0.065)

0.116
(0.075)
-0.173
(0.105)
0.344**
(0.170)
-0.004
(0.069)

0.092
(0.063)
-0.194*
(0.103)
0.101
(0.176)
-0.023
(0.068)

0.175***
(0.068)
-0.113
(0.099)
0.742***
(0.180)
-0.023
(0.066)

0.138**
(0.066)
-0.018
(0.104)
0.533***
(0.178)
-0.010
(0.069)

-0.006
(0.062)
-0.017
(0.096)
0.211***
(0.065)
0.026
(0.064)

145

145

145

145

145

145

Robust standard deviations are presented in parentheses. Constant term is added to logistic regressions. ***, **, * denote a statistical
significance of 1%, 5% and 10%, respectively.
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Table V.2.3: Ordered Logistic Regression Results
Dependent Variable:
Similarity Index
(Trend)
Local Financial
Macro Volatility
Capital Flows
Global Financial
Number of
Observations
Dependent Variable:
Similarity Index
(Trend)
Local Financial
Macro Volatility
Capital Flows
Global Financial
Number of
Observations

Total

Retail

Commercial

Consumer

Housing

BVehicle

Credit Cards

0.082
(0.073)
0.229**
(0.098)
0.149
(0.168)
0.063
(0.071)

0.039
(0.073)
0.316***
(0.099)
0.029
(0.171)
0.066
(0.072)

0.141**
(0.069)
0.296***
(0.100)
0.427**
(0.168)
0.046
(0.072)

0.107
(0.072)
0.340***
(0.098)
0.101
(0.168)
0.053
(0.077)

0.106
(0.072)
0.040
(0.097)
0.069
(0.175)
0.001
(0.068)

0.027
(0.071)
0.385***
(0.101)
-0.033
(0.173)
0.124*
(0.073)

-0.122*
(0.066)
0.315***
(0.099)
-0.219
(0.173)
0.136*
(0.075)

145

145

145

145

145

145

145

GeneralPurpose

Foreign Trade

Investment

Business

SME

Large Firm

0.053
(0.076)
0.301***
(0.101)
0.149
(0.175)
0.119
(0.082)

0.168**
(0.071)
0.511***
(0.106)
0.457***
(0.177)
0.012
(0.085)

-0.063
(0.072)
0.483***
(0.122)
0.624***
(0.176)
0.126
(0.084)

0.133*
(0.073)
0.351***
(0.099)
0.398**
(0.169)
0.039
(0.073)

0.093
(0.079)
0.350***
(0.098)
0.396**
(0.178)
0.046
(0.087)

-0.041
(0.068)
0.191**
(0.096)
0.141
(0.168)
0.066
(0.065)

145

145

145

145

145

145

Robust standard deviations are presented in parentheses. Constant term is added to logistic regressions. ***, **, * denote a statistical
significance of 1%, 5% and 10%, respectively.

V.2.5 Conclusion
In this study, we produced indices that digitize the coherence of economic activity and credit cycles.
Inspired by the methodologies of recent studies in the literature, we used a synchronization index that
monitors whether the output gap and the credit gap have the same directional bias (position coherence),
a concordance index that monitors whether they are in the same phases of contraction/expansion
(phase-momentum coherence), and a similarity index that monitors whether they have the same cyclical
magnitude (magnitude coherence). The results of the analysis show that the synchronization of credit and
business cycles has recently declined, particularly for commercial loans. This was mostly due to a
commercial loan stimulus package as well as macroprudential measures. In addition, the upsurge in retail
loans has reduced the phase co-movements. Likewise, magnitude coherence seems to have decreased in
all subcategories of loans recently. Factors affecting magnitude synchronization include stimulus
packages, exchange rate-driven changes in FX commercial loan balances and the conversion to TL in
loans. Among findings from the subsequent analysis, the results of a ordered logistic regression indicate
that the coherence of credit and business cycles strengthened in periods of accelerated capital flows and
elevated macroeconomic volatility. In fact, capital flows are an important determinant of domestic
financial conditions in EMEs with high external debt, such as Turkey. With the waning effect of the
coronavirus pandemic and reduced downward pressures on economic activity in the upcoming period,
improvements in loan supply and demand conditions will impel greater cyclical harmony.
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V.3 Factors Impacting CDS Premium in EM Economies: A Case Study
for Turkey
V.3.1 Introduction
A credit default swap (CDS) is an insurance protecting bond investors against the debtor’s default risk.
The CDS seller makes a commitment to pay the whole or a pre-determined portion of the receivables to
the party holding the bond and the CDS contract in the case of a setback in the repayment of the bond’s
principal or coupon. CDS premium as an indicator of the debtor’s likelihood of default is monitored
closely by markets.
In the CDS markets, investors can take naked or over-insured positions against the default of the debtor.1
Investors’ ability to implement such diverse investment strategies in the CDS market facilitates
speculation over the default of institutions/countries issuing bonds. Therefore, premiums on the
instruments issued by corporates are affected by firm-specific factors such as profitability, mergersacquisitions and new job opportunities, while country CDS premiums can be influenced by many countryspecific factors such as reserves, the current account balance, economic growth, global risk appetite,
public contingent liabilities that may change the FX cash flow of the public sector as well as global
uncertainty and risk sentiment. In the case of Turkey, providing hedging against the default of issues of
FX-denominated bonds (Eurobond) by the Ministry of Treasury and Finance, the CDS instruments can also
be used by investors to take a position against the TL owing to its high correlation with the FX market.
Especially when there is limited access to derivative products to which the FX risk can be transferred such
as the FX currency swap, exchange rate volatility may increase the use of CDS as well as the its premium.
Finally, the usually limited number of CDS sellers in the CDS market may cause upside movements in CDS
premiums due to supply constraints/liquidity conditions in times of sudden demand increases for CDS.
In this study, the relationship between fundamental macro-financial indicators and CDS premiums is
analyzed. After the identification of the factors, the degree of coherence between CDS premium
realizations and what is implied by macro-financial outlook is investigated. Accordingly, a wide set of
variables that may be related to CDS premiums were formed primarily for the EME group. Then, these
variables were eliminated according to explanatory powers on CDS premiums using machine learning
methods. Selected variables were used in a linear regression model for countries excluding Turkey and
parameter values of the model were found. Lastly, CDS premiums projected by these parameters for
Turkey were formed using the realizations of macro-financial variables in the Turkish economy. Through
this method, the extent of the compatibility of the relationship between CDS premiums of countries other
than Turkey and fundamental macroeconomic and financial variables was analyzed. Obtained results
show that CDS premiums of EMEs are affected by variables such as the exchange rate level and volatility,
the VIX index, indebtedness ratios of public sector, households and financial institutions, loan interest
rate, inflation, short-term rate spread, current account balance and the FX reserve level. Moreover,
results indicate that for Turkey, CDS premiums’ realizations hover above the levels implied by EME
dynamics in terms of macro-financial forces.
Studies in empirical literature show that variables such as indebtedness, current account balance,
financial markets, economic activity, inflation, budget deficit, FX reserves and global risk appetite have an
impact on CDS premiums. Aizenman et al. (2011) found that in countries affected adversely by the
Eurozone crisis inflationary pressures, the increased external indebtedness and deterioration in indicators
of the fiscal space pushed CDS premiums upwards. In an analysis of the data on EMEs, Ho (2015) showed
that contraction in the current account deficit had significant effects on CDS premiums. The focal finding

1 Naked

position denotes purchasing CDS in the absence of bond ownership, while an over-insured position represents hedging above the value of the
nominal value of the bonds possessed.
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of Longstaff et al. (2011) suggested that international reserves were related to CDS premiums. Setting out
with a wide range of country samples, Küçüksaraç and Duran (2016) expressed the informative value of
variables such as growth, inflation, public debt and net international investment position on the CDS
premium. Employing the methodological framework of Amstad et al. (2016), Çepni et al. (2017)
suggested that EME CDS premiums moved jointly in a global scale, while the public debt and reserve level
increase the sensitivity to global movements. Akçelik and Fendoğlu (2019) conducted research on the
role of macro-financial factors such as the budget balance, private sector debt, current account balance
and reserve adequacy in EME risk premiums in view of the asymmetries in global risk appetite.

V.3.2 Risk Premium Developments in Turkey and Other Emerging Economies
Sovereign CDS premiums in Turkey have moved historically close to the EME average, but slightly above
the average tendencies (Chart V.3.1).2 The Global Financial Crisis period saw decreases in financial asset
prices in EMEs, volatilities in financial market indicators and deterioration in global investor risk sentiment.
These developments affected the risk outlook specific to these countries and caused notable hikes in CDS
premiums. In fact, CDS premiums in Turkey and the EME average hit all-time high levels in this period.
The European debt crisis led to new increases in CDS premiums in this period. Other historical periods
causing upward movements in CDS premiums were the ‘taper tantrum’ period in 2013 marked by the
Fed’s announcement of a possible tightening in monetary policy and the US presidential elections of 2016.
Amid the coronavirus pandemic, the deterioration in expectations for global growth and foreign trade
outlook, tightening in local financial conditions and the decline in the risk appetite, risk premiums have
recently increased across the EME group.
In Turkey, risk premiums have diverged from the EME group since 2016. The depreciation in exchange
rates, financial market volatilities, growing downside risks in economic activity, increases in inflation, risks
regarding FX indebtedness of the non-financial sector and geopolitical tensions shaped CDS premiums in
2018 in particular. In this period, CDS premiums of Turkey diverged notably and negatively from the
average of peer countries. In fact, the correlation coefficient between Turkey and the EME average had
been quite high until that time but has declined since the second half of 2018 and turned even negative,
albeit for a short time (Chart V.3.2).
Chart V.3.1: CDS Developments (Basis Points)
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Chart V.3.2: Correlation between Turkey and EM CDS
Premium (264-day Moving Window)
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view of data constraints, Brazil, Chile, China, Colombia, Indonesia, S. Korea, Malaysia, Mexico, Russia, S. Africa and Thailand were included in the
sample. The data were obtained from the databases of Bloomberg, IMF, the World Bank and IIF.
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In addition to the risk premium, market liquidity is one of the significant variables in the determination of
CDS premiums. The bid-ask spread of 5-year CDS contracts’ premiums was analyzed as an indicator of
liquidity developments. In August 2018, the bid-asked spread recorded an upsurge, the CDS liquidity
declined, the number of transactions got higher, and in the ensuing period that difference re-approached
the long-term average amid the normalization in the market (Chart V.3.3). Meanwhile, following the
coronavirus pandemic, financial volatilities aggravated, which led to spikes in spreads.
Chart V.3.3: CDS Liquidity Conditions (Bid-Ask Spread, Basis Points)
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V.3.3 Data and Methodology
In addition to financial market developments such as the exchange rate level and volatility, risk premiums
are affected by macroeconomic indicators like growth, current account balance and public finance. In this
context, the relationship between macroeconomic and financial indicators that entail information about
riskiness and CDS premiums for the EME group was analyzed. The relationship between CDS premiums
and macro-financial variables was assessed in this study using the data of 11 countries in the EME group
and Turkey.
In the first phase, a broad list of variables was formed for the 2005Q4-2019Q4 period regarding global
risk appetite, local exchange rate and stock market, exchange rates, growth and inflation dynamics, public
finance, interest rates, indebtedness of the household as well as financial and non-financial firms, foreign
trade, current account balance and reserves. In cases of numerous candidate explanatory variables and
limited number of observations, the out-of-sample prediction capacity of linear multivariate regression
models diminishes. Moreover, in such cases, hypothesis tests on coefficients cannot bring about effective
results.
In this context, the Lasso method put forth by Tibshirani (1996) is another alternative tool to be used. In
the model by which coefficient estimations are obtained through the Lasso method, variables with
relatively low contribution in terms of objective function are excluded:
𝑚𝑖𝑛𝛽

𝑛

𝑝

𝑖=1

𝑗=1

1
∑(𝑦𝑖 − 𝑥𝑖′ 𝛽)2 + λ ∑|𝛽𝑗 |
𝑛

(1)

𝑛

𝛽̂𝐿𝑎𝑠𝑠𝑜 = 𝑎𝑟𝑔𝑚𝑖𝑛 ∑(𝑦𝑖 − 𝑥𝑖′ 𝛽)2

(2)

𝑖=1
𝑝

𝑠. 𝑡.

∑|𝛽𝑗 | < 𝜏

(3)

𝑗=1
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In this illustration, 𝑛 represents the number of observations, and 𝑝 is the number of variables. The λ
parameter defined as penalty term in the objective function was determined according to Extended
Bayesian Information Criterion based on Chen and Chen (2008). Macroeconomic and financial factors
that are believed to affect CDS risk premium were used in the linear regression model using the Lasso
method. A Lasso model estimating EME CDS premiums through quarterly variables was constructed and
variables with low contributions to in-sample explanatory power of the model were removed. According
to the results of the analysis, variables such as the US dollar exchange rate index, implied exchange rate
volatility, GDP growth rate, VIX index, household and financial institutions indebtedness ratio, inflation,
loan interest rate, FX reserves, current account balance and US dollar local currency rate spread proved
to have an explanatory power on CDS premiums. In this phase, observations belonging to the EME group
were used to train the model, while observations regarding Turkey were used to test the model
performance. In this context, out-of-sample estimations defined over the values that the model implied
for Turkey were compared to realizations.
In the second phase, the estimation power of the direction of the short-term changes in CDS premiums in
the variables determined by the Lasso method was analyzed. In this context, univariate logistic regression
models investigating periods of increases and decreases in risk premiums based on CDS changes were
constructed and individual explanatory power of macro-financial factors was analyzed. In this model, in
which the dependent variable is 1 in the case of a year-on-year increase in CDS premium, and 0 in other
cases, the explanatory power was shown using non-parametric receiver operating characteristic (ROC)
curves.
ROC curves are another measure of performance used frequently in model selection and variable
classification in many areas in addition to economic studies and show the explanatory power in
econometric models such as logistic regression in which the dependent variable takes the value of 0 or 1
(Pepe et al., 2006). The increase in the area remaining below the ROC curves, based on the graphical
representation accommodating true (false) prediction of binary outcome variable in vertical (horizontal)
axis, implies better in-sample predictive power. Area values above 0.50 represented by a 45-degree line,
the critical threshold value, show that the explanatory power of the examined covariate outperforms the
random guessing, while area values below this level show that the explanatory power of this variable is
limited.

V.3.4 Econometric Results
According to Lasso model results, variables such as the US dollar exchange rate index, implied exchange
rate volatility, GDP growth rate, VIX index, indebtedness ratio of the household and financial institutions,
inflation, loan interest rate, FX reserves, current account balance and foreign currency-local currency rate
spread proved to have an explanatory power on CDS premiums of EMEs. Moreover, the dummy variable
showing the relationship between the change of direction in CDS premiums and explanatory variables is
shown using the areas below the non-parametric ROC curve (Table V.3.1).
In the EME group, the VIX index denoting global risk appetite is the variable with the highest explanatory
power, while exchange rate volatility, loan interest rate, inflation, private sector FX debt ratio, foreign
trade volume and change in reserves stand out as significant variables singularly. Meanwhile, the same
analysis for Turkey suggests that the exchange rate index, exchange rate volatility, short-term rate spread,
loan interest rate and reserve variables proved to have higher informative value, and going above 0.50,
private sector debt-burden indicators turn out to be influential.
After that, a linear regression model was estimated to analyze the relationship between the variables
with high explanatory power and the CDS premiums using the data for EME excluding Turkey and model
parameters.3 Through this approach, average CDS premiums that macroeconomic and financial dynamics
imply for Turkey in in EME were compared to CDS premium realizations (Chart V.3.4).
3 Due
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Table V.3.1: ROC Analysis Results
Area Under
the ROC Curve

EME Group
Spot Exchange Rate Index
Exchange Rate Volatility
VIX Index
Short-term Rate Spread
Local Currency Loan Interest Rate
Inflation
GDP Growth Rate
Public Debt / GDP
Household Debt / GDP
Financial Institutions’ Debt / GDP
Change in
Current Account Balance / GDP
Gross Reserves excl.Gold / GDP

0.50
0.62
0.75
0.58
0.56
0.63
0.46
0.46
0.48
0.49

Area Under
the ROC Curve

Turkey
Spot Exchange Rate Index
Exchange Rate Volatility
VIX Index
Short-term Rate Spread
Local Currency Loan Interest Rate
Inflation
GDP Growth Rate
Public Debt / GDP
Household Debt / GDP
Financial Institutions’ Debt / GDP
Change in
Current Account Balance / GDP
Gross Reserves excl.Gold / GDP

0.46
0.52

0.57
0.72
0.62
0.75
0.70
0.60
0.34
0.43
0.52
0.56
0.39
0.58

Source: Authors’ Calculations

Results suggest that CDS premiums in Turkey diverge from the levels implied by the levels of the model
constructed by the EME dynamics. The difference between implied and realized CDS premiums may get
wider in periods of increased volatility in local financial markets. Especially amid the economic recovery
and improved expectations that started in the second half of 2019, these values for Turkey remain above
the levels implied by the EME parameters despite the decline in CDS premiums. For example, the CDS
premium took the average value of 327 bps for the last quarter of 2019, yet the premium implied by the
model is 241 bps.
Chart V.3.4: CDS Levels Implied by EME Model and Turkey CDS Premium (Basis Points)
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V.3.5 Conclusion
Historically, the CDS Premium in Turkey hovers above the level projected by EME dynamics in terms of
main economic aggregates such as the exchange rate level and volatility, VIX index, indebtedness rate of
household and financial institutions, loan interest rate, inflation, short-term rate spread and foreign
exchange reserve level, and this divergence has grown more pronounced since the second half of 2019.
The recent divergence between CDS premiums of EME and Turkey is attributed to the use of CDS as a tool
in preserving long positions taken in TL assets. Meanwhile, when the high course of CDS premiums is
compared to EMEs, it may also reflect factors such as geopolitical risks and investor risk appetite
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discussed in literature in addition to the current macroeconomic developments. Moreover, the course of
liquidity conditions excluded from the model stands out as one of the factors acting in this divergence.
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Abbreviations
ABS

Asset Backed Securities

AEPS

Auto-Enrollment Pension Scheme

AER

Adjusted for Exchange Rate

AMC

Asset Management Company

BAT

Banks Association of Turkey

BIS

Bank for International Settlements

BIST

Borsa Istanbul

BLTS

Bank Loans Tendency Survey

BRSA

Banking Regulation and Supervision Agency

CAR

Capital Adequacy Ratio

CBRT

Central Bank of the Republic of Turkey

CDS

Credit Default Swap

CMB

Capital Markets Board of Turkey

CPI

Consumer Price Inflation

CUR

Capacity Utilization Rate

EBITDA

Earnings Before Interest, Taxes, Depreciation and Amortization

ECB

European Central Bank

EMEs

Emerging Market Economies

EPFR

Emerging Portfolio Fund Research

EU

European Union

EURIBOR

Euro Interbank Offered Rate

Fed

Federal Reserve System

FOMC

Federal Open Market Committee

FSB

Financial Stability Board

FX

Foreign Exchange

FXNGP

Foreign Exchange Net General Position

GDP

Gross Domestic Product

GDDS

Government Domestic Debt Securities

G20

Group of Twenty

ICI

Istanbul Chamber of Industry

IFS

International Financial Statistics

IIF

Institute of International Finance

IMF

International Monetary Fund

IOSCO

International Organization of Securities Commissions

IPI

Industrial Production Index
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ISTOD

Employment Oriented Business Loan Package

IVME

Advanced, Productive, Indigenous Industry Financing Package

KGF

Credit Guarantee Fund

KKB

Credit Bureau of Turkey

LCR

Liquidity Coverage Ratio

LDR

Loan-to-Deposit Ratio

LDR+

Ratio of Loans to the Sum of Deposits and Other Stable Funds

LIBOR

London Interbank Offered Rate

LHA

Left-Hand Axis

LTV

Loan-to-Value Ratio

MBS

Mortgage Backed Securities

MKK

Central Securities Depository of Turkey

MPC

Monetary Policy Committee

MSCI

Morgan Stanley Capital International

MUSIAD

Independent Industrialists and Businessmen's Association

NACE

Statistical Classification of Economic Activities in the European Community

NPL

Non-Performing Loan

OMO

Open Market Operations

OPEC

Organization of Petroleum Exporting Countries

PCC

Personal Credit Card

PD

Primary Dealership

PDP

Public Disclosure Platform

PMC

Pension Monitoring Center

PMI

Purchasing Managers Index

PPS

Private Pension System

PUMAX

Purchasing Managers Index

RWA

Risk-Weighted Assets

ROA

Return on Assets Ratio

ROM

Reserve Options Mechanism

RR

Reserve Requirement

SDIF

Savings Deposit Insurance Fund

SME

Small and Medium-Sized Enterprises

TFRS

Turkish Financial Reporting Standards

TLREF

Turkish Lira Overnight Reference Interest Rate

TRY/TL

Turkish Lira

TURKSTAT Turkish Statistical Institute
TWF
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Turkey Wealth Fund
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USA

United States of America

WAFC

Weighted Average Cost of the CBRT Funding Rate

WHO

World Health Organization
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