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IV. Special Topics
IV.1 Macroprudential Policies for
Consumer Loans in Turkey
Abstract
7KLV VWXG\ H[DPLQHV UHJXODWLRQV WKDW DUH DPHQGHG ZLWKLQ
WKHFRQWH[WRIPDFURSUXGHQWLDOSROLFLHVIRUFRQVXPHUORDQVDORQJ
with transmission channels in the economy. The aims of each
PHDVXUHWDNHQIRUFRQVXPHUORDQVDUHH[SODLQHGLQWKLVVWXG\DQG
the effectiveness of the measures taken to achieve these aims
are investigated in the subsequent special topic in detail.

V.1.1 Introduction
A

series

of

macroprudential

measures

has

been

Table IV.1.1
Macroprudential Measures on Consumer Loans

LPSOHPHQWHGLQ7XUNH\WRSURPRWHÀQDQFLDOVWDELOLW\SDUWLFXODUO\

Macroprudential measures

after the post-crisis period. Measures taken for consumer loans

For credit cards

DOVRKDYHDQLPSRUWDQWSODFHLQÀQDQFLDOVWDELOLW\7KLVVSHFLDO

Increasing minimum payment ratios of
credit cards

topic presents macroprudential policies applied for consumer

Restricting credit card limits in parallel
with income level

ORDQV WRJHWKHU ZLWK WUDQVPLVVLRQ PHFKDQLVPV LQ D FODVVLÀHG
manner, and aims to facilitate the evaluation of these regulations

Credit
restrictions

Closing credit cards to usage in
certain cases

as a whole. Therefore, this study is expected to enlighten further

Limiting the installment period of credit
card debt

studies of macroprudential policy analysis. Impact analysis of

For consumer loans

macroprudential policies in Special Topic IV.2 has been made

Maturity restriction for consumer loans
except housing loans

with reference to the regulations explained in this special topic.

7KH SULPDU\ REMHFWLYH RI PDFURSUXGHQWLDO SROLFLHV
applied to consumer loans in Turkey is to increase savings
by slowing down the rapid growth in consumer loans and to
direct savings into productive investments. Macroprudential

Loan/Value ratio for housing and
vehicle loans
Capital
adequacy

Increase in risk weights applied to
credit cards and consumer loans

General
provisions

Incremental general provision ratios
for consumer loans

Reserve
requirements

Inclusion of financing companies in
the reserve requirement system

tools used and macroprudential measures taken in Turkey for
FRQVXPHU ORDQV DUH FODVVLÀHG LQ 7DEOH ,9 7KH WUDQVPLVVLRQ
mechanisms of these measures are explained comprehensively
in the following sections and also summarized in the table at the
end of the study.
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IV.1.2 Credit Restrictions
Credit restrictions consist of the regulations aiming to restrict
credit volume directly by limiting either credit demand or credit
supply. A number of regulations have been made by BRSA since
end of 2010 to limit the volume of credit cards and consumer
loans. The details are explained below.

IV.1.2.1 Increasing Minimum Payment Ratios of Credit
Cards

With the amendment dated 17.12.2010 in the Regulation
on Bank Cards and Credit Cards, minimum payment ratios were
increased from 20 percent to 40 percent for credit cards newly
issued after the date at which the regulation was published,
and gradually increased in a three-year period for existing credit
cards depending on their limits. With the amendment dated
08.10.2013 in the same regulation, minimum payment ratios
were gradually increased to 30 percent for the cards whose
limits are up to TL 15,000 and 35 percent for the ones whose
limits are between TL 15,000 and TL 20,000 to be effective from
the beginning of 2015. The application calendar for gradual
increases in minimum payment ratios is given in Table IV.1.2.
Table IV.1.2

Ϭϭ͘Ϭϭ͘ϮϬϭϱ

Ϭϭ͘Ϭϭ͘ϮϬϭϰ

ϭϳ͘ϭϮ͘ϮϬϭϯ

Ϭϴ͘ϭϬ͘ϮϬϭϯ
ϭϳ͘Ϭϲ͘ϮϬϭϯ

ϭϳ͘ϭϮ͘ϮϬϭϮ

ϭϳ͘Ϭϲ͘ϮϬϭϮ

ϭϳ͘ϭϮ͘ϮϬϭϭ

Date at which minimum payment
ratio is started to be applied

ϭϳ͘ϭϮ͘ϮϬϭϬ
ϭϳ͘Ϭϲ͘ϮϬϭϭ


ϭϳ͘ϭϮ͘ϮϬϭϬ

Date at which regulation is made

ĞĨŽƌĞ
ƌĞŐƵůĂƚŝŽŶ

Gradual Application Calendar for Credit Card Minimum Payment Ratios

Credit cards whose limit is up to
5,000
Credit cards whose limit is
between 5,000 and 15,000
Credit cards whose limit is
between 15,000 and 20,000
Credit cards whose limit is above
20,000

ϮϬй

ϮϬй ϮϬй ϮϮй ϮϮй Ϯϱй Ϯϱй Ϯϱй Ϯϳй ϯϬй

ϮϬй

ϮϬй ϮϮй Ϯϱй Ϯϱй Ϯϱй Ϯϱй Ϯϱй Ϯϳй ϯϬй

ϮϬй

ϮϬй ϮϮй Ϯϱй Ϯϴй ϯϬй ϯϬй ϯϬй ϯϮй ϯϱй

ϮϬй

ϮϬй ϮϮй Ϯϱй Ϯϴй ϯϬй ϯϱй ϰϬй ϰϬй ϰϬй

Newly issued credit cards

ϮϬй

ϰϬй ϰϬй ϰϬй ϰϬй ϰϬй ϰϬй ϰϬй ϰϬй ϰϬй

Since an increase in minimum payment ratios of credit cards

Since an increase in minimum payment ratios of credit
cards raises the amount that credit card users should pay, it is
expected that the unpaid portion of the period debt, in other
words the amount that is credited, will diminish. Moreover, in the
long term, this regulation will contribute to raising the payment
)LQDQVDOúVWLNUDU5DSRUX .DV×P

rates by altering the payment habits of credit card users, and
thus decreasing household indebtedness.
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IV.1.2.2. Restricting Credit Card Limits in Parallel with
Income Level

With the amendment dated 08.10.2013 in the Regulation
on Bank Cards and Credit Cards, the criteria were established
to take the income levels of credit card holders into account
when determining credit card limits. The total credit card limit
acquired from all card issuing institutions cannot exceed four
times the monthly average net income of the credit card holder
and the limit on existing credit cards cannot be increased if it
exceeds four times the income level.

The regulation on the restriction of credit card limits,
which is known as the loan/income ratio in the literature, aims
to lessen credit volume by limiting credit supply. The regulation
ensures that households borrow in proportion to their income so
that the risk of default is diminished.

IV.1.2.3. Closing Credit Cards to Usage in Certain Cases

The amendment dated 17.12.2010 in the Regulation on
Bank Cards and Credit Cards effective from 17.06.2011, regulates
WKDWFUHGLWFDUGVZKRVHSD\PHQWVDUHPDGHXSWRÀIW\SHUFHQW
of period debt three times at most within a calendar year, will be
closed for cash advances. The amendment dated 08.10.2013
and entered into force at the same date, regulates that credit
cards, whose minimum payment amount is not paid three times
totally within a calendar year, will be closed for cash advances;
those whose minimum payment amount is not paid three times
successively within a calendar year will be closed for cash
advances and purchases of goods and services. The regulation
decrees that these credit cards will be kept closed and their
limits will not be increased until all of the debt due is paid.

This regulation aims to restrict credit supply for credit card
users who cannot pay their debts. Therefore, it prevents these users
from borrowing more, so the amount of unpaid loans is decreased
and the credit card NPL amounts of banks will not increase.
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IV.1.2.4 Limiting the Installment Period of Credit Card
Debt

With the amendment dated 31.12.2013 in the Regulation
on Bank Cards and Credit Cards effective from 01.02.2014,
the installment period cannot go beyond nine months for
the purchase of goods and services and cash withdrawals
via credit cards, and the installment for the expenditures of
WHOHFRPPXQLFDWLRQ MHZHOU\ IRRG DQG IXHO LV QRW DOORZHG
With the amendment dated 13.05.2014 in the same regulation
upon necessity in the post-regulation period, the installment for
the gift cards, gift cheques or any other products that do not
include purchase of tangible goods and services is not allowed
and only the general installment restriction of nine months
is applied to corporate credit cards. With the amendment
dated 22.10.2014 in the same regulation, the installment for
H[SHQGLWXUHVRIMHZHOOHU\LVDJDLQDOORZHGDQGWKHLQVWDOOPHQW
period was determined as four months.

Restrictions on the number of installments are implemented
with the thought that long term borrowing facilities provided by
means of credit cards will encourage credit card holders to
borrow excessively. Credit cards should be used as a means of
payment and the need for loans should be met by consumer
loans. Since the regulation will increase monthly installment
payments of credit card users, it is expected that it will ensure a
decrease in the amount of payments with installments. Thereby,
its impact will be a direct decrease in credit volume. The effects
of this regulation may show differences for cash advances and
purchase of goods and services and for the sector types.

IV.1.2.5. Maturity Restriction for Consumer Loans
except Housing Loans

With the amendments dated 31.12.2013 in the Regulation
on Credit Operations of Banks and Regulation on Procedures
and Principles for Establishment and Operations of Financial
Leasing, Factoring and Financing Companies, the maturity
of vehicle loans and loans under vehicle collateral shall not
exceed 48 months and the maturity of consumer loans except
mortgage/housing loans shall not exceed 36 months.
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This regulation is expected to affect credit volume by
directly reducing credit demand by consumers who cannot
afford the increase in monthly installment payments. However,
it may cause a limited increase in the default risk of consumers
who do not lessen their credit demand, but have higher monthly
installment payments than their payment capacity, and thus
increase the NPL amount of banks.

IV.1.2.6. Loan/Value Ratio for Housing and Vehicle
Loans

With the BRSA Board Decision dated 18.10.2010 and
effective as of 01.01.2011, which was later adapted into the
Regulation on Credit Operations of Banks on 31.12.2013, for
loans extended to consumers for housing and loans extended
RUÀQDQFLDOOHDVLQJWUDQVDFWLRQVPDGHXQGHUKRXVLQJFROODWHUDOV
the amount of the loan shall be limited to 75 percent of the
YDOXHRIWKHUHDOHVWDWHVXEMHFWWRFROODWHUDO

With the amendment dated 31.12.2013 in the Regulation
on Credit Operations of Banks that become effective as of
01.02.2014, for loans extended to consumers for vehicle and
ORDQV H[WHQGHG RU  ÀQDQFLDO OHDVLQJ WUDQVDFWLRQV PDGH XQGHU
YHKLFOHFROODWHUDOVLIWKHÀQDOELOOLQJYDOXHLV7/RUEHORZ
the loan amount shall not exceed 70 percent of the billing value;
LIWKHÀQDOELOOLQJYDOXHLVDERYH7/WKHORDQDPRXQWVKDOO
not exceed 70 percent for the part of TL 50,000 of the billing value,
and 50 percent for the part of above TL 50,000 of the billing value.

The loan to value ratios for housing and vehicle loans
are expected to reduce the amount of loanable funds, and
thus affect credit supply and demand directly and the asset
prices indirectly. Moreover, these regulations are expected to
decrease the default risk of consumers and thus the NPL ratios
of banks.
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IV.1.3 Capital Adequacy - Increase in
Risk Weights Applied to Credit Cards and
Consumer Loans
7UNL\H&XPKXUL\HW0HUNH]%DQNDV×

These measurements are related to the risk weights used
WRGHWHUPLQHWKHDPRXQWVXEMHFWWRFUHGLWULVNLQFDOFXODWLQJWKH
FDSLWDODGHTXDF\RIEDQNV&KDQJHVLQULVNZHLJKWVLQÁXHQFH
the loan demand or supply via quantity or price channels.
Since 2008, various amendments towards increase risk weights
of credit cards and consumer loans have been put into action
by BRSA.

With the amendments in the Regulation on Measurement
and Evaluation of Capital Adequacy of Banks, which were
made in 2008, 2011 and 2013 and represented in detail in
Table IV.1.3, risk weights of credit cards and consumer loans
except housing/mortgage loans were gradually increased by
considering the loan maturity.
Table IV.1.3
Amendments to Risk Weights of Consumer Loans
Amendment
and
enforcement
date

Credit type

22.03.2008

Credit cards

18.06.2011

Consumer loans except
housing and vehicle loans

Risk weights

08.10.2013

Credit cards

08.10.2013

Vehicle loans

Maturity of credit

Before
amendment

After
amendment

Between 6-12 months

100%

150%

Longer than 12 months

100%

200%

Between 1-2 years

100%

150%

Longer than 2 years

100%

200%

Between 1-6 months

75%

100%

Between 6-12 months

150%

200%

Longer than 12 months

200%

250%

Between 1-2 years

75%

150%

Longer than 2 years

75%

200%

A rise in risk weights applied to credits causes a decline
in the capital adequacy ratios of banks. In case the banks
are willing to compensate the decrease in capital adequacy
ratios, they affect the credit supply and demand via quantity
and price channels.

According to the quantity channel, under the assumption
that banks do not cut the dividends and do not add capital in
order to compensate extra capital burden, the banks willing to
compensate for the reduction in the capital adequacy ratio
would reduce their risk weighted assets, therefore, leading to a
)LQDQVDOúVWLNUDU5DSRUX .DV×P
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diminution in credit supply.
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$FFRUGLQJWRWKHSULFHFKDQQHOEDQNVFRXOGUHÁHFWWKH
increase in their costs due to the additional capital burden to
credit interest rates, and thus would cause a decline in credit
demand.

IV.1.4 General Provisions – Incremental
General Provision Ratios for Consumer
Loans
With the amendments made by BRSA in 2011 and 2013,
the banks that have a consumer loan portfolio above certain
limits have been obliged to set aside higher general provisions
for their consumer loans except housing loans.

With the amendment dated 18.06.2011 in the Regulation
RQ3URFHGXUHVDQG3ULQFLSOHVIRU'HWHUPLQDWLRQRI4XDOLÀFDWLRQV
of Loans and Other Receivables by Banks and Provisions to Be
Set Aside, the application of incremental general provision
ratios for consumer loans except housing and vehicle loans has
been implemented. Accordingly, for each bank, if the ratio of
consumer loans to total loans is greater than 20 percent and
the ratio of non-performing consumer loans except housing
and vehicle loans to total consumer loans except housing
and vehicle loans is greater than 8 percent, then the general
provision ratio is 4 percent for the consumer loans except
KRXVLQJ DQG YHKLFOH ORDQV FODVVLÀHG DV *URXS 2QH DQG 
SHUFHQWIRUWKRVHFODVVLÀHGDV*URXS7ZRGXULQJWKHPDWXULWLHV
of corresponding loans.

With the amendments dated 08.10.2013 in the same
Regulation, loans granted via overdraft accounts dependent on
saving accounts and loans granted via credit cards belonging
to natural persons have been included within the scope of
consumer loans. Moreover, the exemption of vehicle loans has
been removed in order to include them in the application of
incremental general provisions, and the ratio of 20 percent has
been changed to 25 percent.
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On the other hand, with the amendment dated
18.06.2011 in the Regulation on Accounting Applications and
Financial Tables of Financial Leasing, Factoring and Financing
&RPSDQLHV ÀQDQFLQJ FRPSDQLHV VKDOO VHW DVLGH JHQHUDO
provisions for the consumer loans except housing and vehicle
loans at the rate of 4 percent of the loan amount, and for these
types of loans that their recovery of principal and interest or
both is delayed for more than 30 days and less than 90 days
from their terms or due dates at the rate of 8 percent of the
loan amount.

With the amendment dated 24.12.2013 in the same
Regulation, the exemption of vehicle loans has been removed
IRUÀQDQFLQJFRPSDQLHVLQSDUDOOHOZLWKWKHUHJXODWLRQRIEDQNV
7KHUHIRUH ÀQDQFLQJ FRPSDQLHV VKDOO DOVR VHW DVLGH JHQHUDO
provisions for vehicle loans, as in the other consumer loans.

In the calculation of capital adequacy ratios, general
provisions are included in the supplementary capital, and thus
have an increasing effect on own funds. At the same time,
JHQHUDOSURYLVLRQH[SHQVHVUHGXFHWKHQHWSURÀWDQGVRKDYHD
decreasing effect on own funds, Tier 1 capital and core capital.
Therefore, if the general provision ratios are increased, standard
capital adequacy ratio remains unchanged due to the
GHFUHDVHLQQHWSURÀWDQGLQFUHDVHLQVXSSOHPHQWDU\FDSLWDO
but the Tier 1 capital ratio and core capital ratio, which do not
include supplementary capital, diminish due to the decrease in
QHWSURÀW+RZHYHUWKHVWDQGDUGFDSLWDODGHTXDF\UDWLRPD\
be reduced for the banks that have general provisions more
WKDQSHUFHQWRIWKHDPRXQWVXEMHFWWRFUHGLWULVN

In case banks are willing to compensate for the decrease
in Tier 1 capital and core capital ratios, under the assumption
that they do not cut the dividends and do not add capital,
they may reduce the risk weighted assets so that the quantity
channel affects the credit supply and they may increase the
credit interest rates so that the price channel affects credit
demand.
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On the other hand, according to the amendment dated
08.10.2013, these effects will be limited, since the increase in
general provisions of banks will be gradually recognized until the
HQGRIDQGWKHORDQVH[WHQGHGE\ÀQDQFLQJFRPSDQLHV
before the regulation will be exempted from the increase in
general provisions.

IV.1.5 Reserve Requirements –
Inclusion of Financing Companies in the
Reserve Requirement System
Although reserve requirements in Turkey are used
intensively as a macroprudential policy tool by the CBRT, the only
measurement directly targeting consumer loans is the inclusion
RIÀQDQFLQJFRPSDQLHVLQUHVHUYHUHTXLUHPHQWUHJXODWLRQV

With

the

amendment

dated

04.10.2013

in

the

Communiqué on Reserve Requirements effective as of
WKHOLDELOLWLHVRIÀQDQFLQJFRPSDQLHVLQFXUUHGDIWHU
WKH SXEOLFDWLRQ GDWH RI WKH UHJXODWLRQ KDYH EHHQ VXEMHFW WR
reserve requirements, taking into account the rise in vehicle
ORDQ H[WHQVLRQV RI ÀQDQFLQJ FRPSDQLHV PRUH WKDQ WKRVH RI
banks.

This regulation shall reduce credit supply via quantity
channel by diminishing the amount of loanable funds and
UHGXFH FUHGLW GHPDQG YLD SULFH FKDQQHO LI WKH ÀQDQFLQJ
companies raise the credit interest rates.

IV.1.6 Conclusion
In this study, regulations that aim to prevent excessive
growth of consumer loans and excessive risk taking of both
consumers and the banking sector have been explained
together with transmission channels. This study is expected
to contribute to the literature on the effectiveness of
PDFURSUXGHQWLDO SROLFLHV 7KHUHIRUH WKH ÀUVW GHWDLOHG DQDO\VLV
about the macroprudential measures on consumer loans is
presented in Special Topic IV.2.
Financial Stability Report - November 2014
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Table IV.1.4
Macroprudential Regulations on Consumer Loans , Enforcement Date and Transmission Channels
Enforcement
Date

Transmission Channels

17.12.2010,
01.01.2014
(gradual
transition)

Decreases unpaid portion of the period debt; raises
the payment rates by altering the payment habits
of credit card users; reduces the indebtness of
households

08.10.2013

Limits credit supply; ensures households to borrow in
proportion to their income; alleviates the default risk
of consumers, and thus the NPL amount of banks

Closing credit cards to
usage in certain cases

17.06.2011,
08.10.2013

Limits credit supply; reduces the indebtness of
households; alleviates the default risk of consumers,
and thus the NPL amount of banks

Limiting the installment
period of credit card debt

01.02.2014,
13.05.2014,
22.10.2014

Limits credit demand; reduces the indebtness of
households; encourages use of credit cards as a
means of payment instead of a means of credit

31.12.2013

Limits credit demand; reduces the indebtness of
households; increases the default risk of consumers
who do not lessen their credit demand but have
higher monthly installment payments than their
payment capacity, and thus the NPL amount of
banks (is expected to be limited)

01.01.2011,
01.02.2014

Reduces the amount of loanable funds; diminishes
credit demand directly and asset prices indirectly;
alleviates the default risk of consumers, and thus the
NPL amount of banks

22.03.2008,
18.06.2011,
08.10.2013

Decreases capital adequacy ratios; reduces credit
demand and supply, if banks are willing to
compensate for this reduction (Under the
assumption that banks do not cut the dividends
and do not add capital to compensate for the
extra capital burden, banks may reduce their risk
weighted assets, which will lead to a diminution in
credit supply via quantity channel, or banks may
reflect the increase in their costs due to the
additional capital burden to credit interest rates,
thus causing a decline in credit demand via price
channel)

General
provisions

Incremental general
provision ratios for
consumer loans

Regulation on Procedures
and Principles for
Determination of
Qualifications of Loans
and Other Receivables by
Banks and Provisions to Be
Set Aside, Regulation on
Accounting Applications
and Financial Tables of
Financial Leasing,
Factoring and Financing
Companies

18.06.2011,
08.10.2013,
24.12.2013
(financing
companies)

Reduces net profit of banks, increases
supplementary capital, so does not affect standard
capital adequacy ratio (Standard capital
adequacy ratio may be reduced only for the banks
that have general provisions more than 1.25
percent of the amount subject to credit risk), but
reduces Tier 1 capital ratio and core capital ratio. In
case banks are willing to compensate for the
decrease in ratios, under the assumption that they
do not cut the dividends and do not add capital,
they may reduce the risk weighted assets so that
the quantity channel affect the credit supply and
may increase the credit interest rates so that the
price channel affect credit demand

Reserve
requirements

Inclusion of financing
companies in reserve
requirement system

&RPPXQLTXpRQ5HVHUYH
Requirements

06.12.2013

Tools

Macroprudential Measures

Regulation

Increasing minimum
payment ratios of credit
cards

Restricting credit card limits
in parallel with income
level

Credit
restrictions

Maturity restriction for
consumer loans except
housing loans

Loan/Value ratio for
housing and vehicle loans

Capital
adequacy

Increase in risk weights
applied to credit cards
and consumer loans

)LQDQVDOúVWLNUDU5DSRUX
.DV×P
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Regulation on Bank Cards
and Credit Cards

Regulation on Credit
Operations of Banks,
Regulation on
Procedures and Principles
for Establishment and
Operations
of Financial Leasing,
Factoring and Financing
Companies

Regulation on
Measurement and
Evaluation of Capital
Adequacy of Banks

Leads to reduction in loanable funds via quantity
channel and increase in credit interest rates via
price channel; decelerates the fast growth in
vehicle loans of financing companies
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IV.2 Impact Analysis of Macroprudential Measures Targeted on
Consumer Credits in Turkey
Summary
In this study, the impacts of prudential policies towards
WKH FRQVXPHU FUHGLW H[SDQVLRQ LQ 7XUNH\ DUH DQDO\]HG ERWK
with a macro perspective and on the basis of a targeted credit
W\SH+RZWKHVHSROLFLHVLQÁXHQFHWKHH[SDQVLRQLQFRQVXPHU
credit in Turkey are investigated in detail.

IV.2.1 Introduction
The main target of macro prudential policies is to maintain
ÀQDQFLDO VWDELOLW\ E\ UHVWUDLQLQJ H[FHVVLYH FUHGLW JURZWK DQG
KRXVHKROG LQGHEWHGQHVV ,Q RUGHU WR UHDFK WKLV ÀQDO WDUJHW
several regulations were put into practice. Whether these
policies succeeded and affected economic environment
in Turkey is an essential question that must be answered.
Nevertheless, due mainly to data inadequacy constraints, there
is no comprehensive study on the impacts of consumer credit
PHDVXUHVLQ7XUNH\LQWKHOLWHUDWXUH,QWKLVVWXG\EHQHÀWLQJIURP
the current and updated data, the effects of macro-prudential
policy will be examined.

Since

the

use

of

macro-prudential

measures

in

coordination with monetary policy is a fairly new practice
ZRUOGZLGH LW LV GLIÀFXOW WR VD\ WKDW H[WHQVLYH OLWHUDWXUH KDV
GHYHORSHG RQ WKLV VXEMHFW +RZHYHU WKHUH DUH DOUHDG\ D
number of studies on the effects of macro-prudential policy
analysis in other countries. Examples of the literature include
the study by Igan and Kang (2011) for Korea, by Jimenez et al.
(2012) for Spain, by Aiyar et. al. (2012) for England and by Lim
et. al. (2011) for other countries.
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In this special topic, initially, the impacts of the policies
are examined on macro basis by differentiating the household
and banking sectors. In the second part, the impacts will be
analyzed on the basis of credit types that are targeted by the
policies.
AtSDUW
some
points, the
policies
their dates
of issuance
,Q WKLV
PHDVXUHV·
HIIHFWV
RQ and
WKH RYHUDOO
HFRQRP\
DUH
explained in special Topic IV.1 will be referred to in this study.

IV.2.2 Impacts of Measures on Credit Growth
and the Banking Sector
,Q WKLV SDUW PHDVXUHV· HIIHFWV RQ WKH RYHUDOO HFRQRP\
are discussed by considering both demand and supply sides.
On the demand side, changes in total loans and consumer
credit will be examined; on the supply side, effects on the asset
quality of the banking sector, lending approach and loan

&KDUW,9
The impacts of macroprudential policies on annual
credit growth and NPL ratio
Total credit growh
Consumer loan growth
CC risk weight measure
Housing LTV measure
CC-Provisions-Risk weights measures 1
CC-Provisions-Risk weights measures 2
NPL ratio (R.A)
CC measures

IV.2.2.1 Impacts on Overall and Consumer
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interest rates are analyzed.

Credits

Credit growth is considered to be one of the most
LPSRUWDQW LQGLFDWRUV RI ÀQDQFLDO VWDELOLW\ 0DQ\ VWXGLHV LQ WKH
literature illustrate excessive credit growth as the most important
GHWHUPLQDQW RI ÀQDQFLDO FULVHV .DPLQVN\ DQG 5HLQKDUW 

Source: CBRT.

Mendoza and Terrones, 2008; Elekdag and Wu; 2011). Since the
XOWLPDWHDLPRIPDFURSUXGHQWLDOSROLFLHVLVWRVXVWDLQÀQDQFLDO
stability, examining the total credit growth will be an appropriate
method to observe whether the policies are effective in achieving
this goal. In chart IV.2.1, the rates of growth in the volume of
overall and consumer credits over time are represented with
dates of important macro-prudential regulations. Also, the total
)LQDQVDOúVWLNUDU5DSRUX .DV×P

NPL ratio is presented in the same graph.

As presented clearly in the chart, since the last quarter
RIZKHQWKHHIIHFWVRIWKHJOREDOÀQDQFLDOFULVLVVWDUWHGWR
slow down, credit growth in Turkey entered into a rising trend
and in 2011, annual growth climbed over 40%. In this period,
with the LTV measures on housing credits issued in January 2011
and several provision and risk weight measures enacted in June
2011, the pace of credit growth decelerated. Since the last
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quarter of 2012, credit growth began to soar again and from as
ORZDVSHUFHQWLWUHDFKHGSHUFHQWWKURXJKWKHÀUVWKDOI
of 2014. As discussed in detail in special topic IV.1, in October
of 2013 and the beginning of 2014 a series of macro-prudential
measures have been put into practice. Through these measures
and also rising interest rates, credit growth started to follow a
slowing trend and declined to 22% as of June 2014. The trend in
consumer loans is very similar to the movements in total loans.
Through arrangements introduced in 2011 and at the end of
2013, the slowdown has occurred in consumer credit growth.

The trend in the “NPL / total credit” ratio is also depicted
in Chart IV.2 1. The NPL ratio that seemed very volatile before
GHSHQGLQJRQWKHFRQMXQFWXUHVLQFHWKHQGHFUHDVHGWR

&KDUW,9
Credit Watch – Total Consumer Loans,
Detrended Credit Gap via HP Filter
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suggest macro-prudential measures may be effective in
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a result of policy arrangements is another viable method used
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Source: CBRT.

in impact analyses. In this sense, besides the analysis above,
investigating how credit growths diverge from their long-term
trend might be a benign way in the impact analysis of prudential
measures. In the literature, one of the most frequently used
PHWKRGV RI WUHQG DQDO\VLV LV WKH +3 ÀOWHU PHWKRG 7KLV PHWKRG
calculates the long-term trend of a time series and shows how
much the actual value deviates from the value implied by this
WUHQG,QWKLVVWXG\ZLWKWKHKHOSRIWKH+3ÀOWHUWUHQGVLQFRQVXPHU
loan stock values as well as growth rates are calculated on a

)LQDQVDOúVWLNUDU5DSRUX .DV×P

quarterly basis between the years 2003-2014. In Chart IV.2.2, the
ÀQGLQJV RI WKH +3 ÀOWHU QDPHG ´FUHGLW ZDWFKµ DUH GHSLFWHG
Each point in the chart represents a three-month period. Each
SRLQW·VKRUL]RQWDOD[LVYDOXHLQGLFDWHVWKHDPRXQWRIGHYLDWLRQ
of credit stock value from its trend and the vertical axis shows
the deviation of credit growth from its trend1. Findings observed

1 The upper right of the graph shows that both the credit growth and stock value are higher than
the trend and hence implies excessive credit expansion. Conversely, the lower left region indicates
credit growth and stock are below the trend and hence implies credit contraction. In that vein, if
there is a movement leftward or downward, that means there is a reduction in the gaps of credit
stock and growth from their trends and hence, credits move towards their long term value.
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from September 2007 until September 2014 are demonstrated
LQWKHFKDUW7KHPDMRULW\RIWKHUHJXODWLRQVLPSOHPHQWHGGXULQJ
this period took place in June 2011 and October 2013. Focusing
on these two dates might be an appropriate way to better
observe the impact on total consumer loans. As is monitored
from the chart, in June 2011, both the growth rate and stock
values are much above the trend. And after the measures were
implemented, initially growth rate stayed below the trend and in
subsequent periods, the stock values moved towards the trend.
Similar movement has been observed since October 2013. With
the measures applied in this period, consumer credits moved
from boom phase to stagnation phase. In this sense, macro
prudential policies could be defended in a way that they are
successful in impeding the consumer credits to climb over their
long-term trend.

IV.2.2.2 Impacts on the Banking Sector
0DFURSUXGHQWLDOSROLFLHVLQWHQGWRFRQWULEXWHWRÀQDQFLDO
stability by impeding the excessive risk taking by banks. An

&KDUW,9
Impact of Macro-prudential Policies on Capital
Adequacy Ratio (Regulatory Capital / RWA)

important indicator that shows how banks cover their risks is the

Regulatory capital (Million TL)
Risk Weighted Assets (Million TL)
Housing LTV measure
CC-Provisions-Risk weights measures 1
CC-Provisions-Risk weights measures 2
CC measures
CC risk weight measure
Capital Adequacy Ratio (R.A.)

capital adequacy ratio (CAR). Macro-prudential measures that
KDYHEHHQLQWHQVLÀHGVLQFHKDYHGLUHFWDQGLQGLUHFWHIIHFWV
on the CAR. For instance, while risk weight regulations directly
30%
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LQÁXHQFHWKH&$5SURYLVLRQVRU/79PHDVXUHVKDYHDQLQGLUHFW
impact on the CAR. Chart IV.2.3 illustrates the movement of
the CAR in the Turkish Banking Sector since 2006. Since the last
quarter of 2009 when the impacts of the global crisis began

5%

Source: CBRT - BRSA
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12.08

05.08
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0%

to soften in Turkey, the CAR started to decline. Through the
LTV and provision measures, initially the pace of the CAR drop
slowed in the second half of 2011 and later rose in the second
half of 2012.

$IWHUEDQNVDGDSWHGWKHVHSROLFLHVVLQFHWKHÀUVWTXDUWHU
of 2013 they have begun to increase the amount of available
capital relative to risky assets. This move has led to the fall in the
CAR again. The principle reason behind this fall was that the
proportional rise in risky assets was larger compared to the rise
in capital. Through the prudential regulations adopted in 2013
October and early 2014, the growth rate of risky assets stock has
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slowed and hence the CAR began to soar once more. Even
though the risk weights of some credit types were increased
through the regulations in January 2014, the slowdown in credit
growth had a higher impact on risky assets. As a result, risky asset
VWRFNKDVMXVWULVHQE\ZKLOHUHJXODWRU\FDSLWDOJURZWKZDV

In addition to banking sector riskiness, credit interest
rates are impacted by the prudential measures through the

7UNL\H&XPKXUL\HW0HUNH]%DQNDV×

price channel, as discussed in the previous special topic.
Price channel works most prominently with provision and risk
weight measures. Chart IV.2.4 shows the trend in the spread
between loan interest rates and weighted average deposit
rates in Turkey22. Since credit interest rates could change due
to funding costs, the spread might be a much better indicator
Impacts of Provision and Risk Weights Regulations
on Consumer Loan Spreads
General Purpose
Vehicle
Housing
Commercial
Provision and Risk Weight Measures
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the price channel effectively worked in the June 2011 measures.
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the highest rise was observed in general purpose loan spreads.
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2011, while several measures were applied, only the general

&KDUW,9

09.09

of the price channel to better observe the net impact. In June

Source: CBRT

pricing. Banks may have taken this behavior not to contract
credit demand any further because the interest rates were
already high in that period. Instead of the pricing channel, the
quantity channel was arguably more effective after the 2013
October measures.

IV.2.3 Impacts of Macroprudential Policies
on Personal Loan Types
In this part of the study, the impacts of macroprudential
policies are analyzed according to types of credits. Most of the

2 The European debt crisis realized in the second half of 2011 may have created a cyclical effect on inWHUHVWUDWHVZKLFKPD\DIIHFWEDQNV·IXQGLQJFRVWV7KHUHIRUHWRVHHWKHQHWHIIHFWRISULFLQJFKDQQHOV
WKURXJKFUHGLWVWKLVF\FOLFDOHIIHFWQHHGVWREHDGMXVWHG%HVLGHVWKHUHPRYDORIWKHZHLJKWHGDYHUDJH
TL deposit interest rate, foreign currency deposit interest rates (dollars and euros) were used as a proxy
in spread calculation in order to control the cyclical effects. As a result of this analysis conducted free
of external funding costs, the measures in June 2011 are found to be mostly effective in personal loan
spreads and smaller spreads were observed in other types of loans.
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regulations have been implemented on credit cards among
DOO FUHGLW W\SHV 0HDQZKLOH FUHGLWV FDUGV DUH WKH ÀUVW W\SH RI
credit on which macroprudential policies are applied, which is
related to the rise in risk weights. After this regulation, increasing
minimum payment ratios of credit cards by each 6th month
was implemented which covers the period of December 2010
and January 2015. The regulations related to the closure of
increasing limits on expenditures and the closure of credit cards
for cash advances in certain cases was put into force on 17
June 2011. Thereafter, besides tightening these regulations,
LQFOXGLQJ ULVLQJ ULVN ZHLJKWV DQG VXEMHFWLQJ WR LQFUHPHQWDO
general provisions, many other regulations are also put into
force on 8 October 2013. The regulation similar to loan / income
ratio known in the literature to bound the credit card limits
in relation to income level was also put into practice on the
same date. The regulation of limiting the number of installment
periods for cash withdrawals and purchases of goods and
services that became effective on 01.02.2014 is the last and
the most effective of all regulations on credit card spending.

According to the number of regulations implemented,
vehicle and general purpose loans follow credit cards.
Regulations related to the vehicle loans are the application
of incremental general provisions and rising risk weights on 8
October 2013, maturity restrictions on 31 December 2013 and
the arrangement of loan to value on 1 February 2014. The only
regulation related to housing loans is the application of the
loan to value restriction. The regulations related to consumer
loans apart from vehicle and hosing loans are incremental
general provisions and rising risk weights effective on 18 June
2011 and the inclusion of credit cards and overdraft loans within
WKHVFRSHRIFRQVXPHUORDQVVXEMHFWHGWRWKHDSSOLFDWLRQRI
incremental general provisioning effective 8 October 2013,
and also the application of maturity restrictions effective 31
December 2013.

The effects of those macroprudential policies will be
DQDO\]HGÀUVWRQFUHGLWFDUGVDQGWKHQRQKRXVLQJORDQVYHKLFOH
loans and consumer loans respectively.
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IV.2.3.1 Credit Cards

7UNL\H&XPKXUL\HW0HUNH]%DQNDV×

Regulations on credit cards mitigate the usage of credit
cards as well as affecting their function as means of payment
and credit. Hence the measures which diminish the function
of credit cards as means of credit increase the function as
means of payments. The covers the period of December 2010
DQG-DQXDU\7KHUHJXODWLRQVRQFUHGLWFDUGVZHUHWKHÀUVW
macro-prudential policy related to the loans and they stand as

&KDUW,9

having the highest number of regulations relative to all other

Credit Card Balances and Annual Growth Rates
(Stock Data, Billion TL, Percentage)

loans. Macroprudential polices related to credit cards was
used essentially within the period of March2008 and February

&KDUW,9
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5
30

03.08
06.08

Among all regulations on credit cards, the most effective

Central Bank since April 1, 2006, which restricts the tendency

Credit Card Balances

Multiple Measures

RIEDQNVWRUHÁHFWWKHEXUGHQRIUHJXODWLRQVRQLQWHUHVWUDWHV

Installement Restrictions

Annual Growth Rate (RA)

Source: BRSA-CBRT

Therefore, the effects of the regulations in this period can
only be analyzed through their impacts on the credit cards

&KDUW,9

balances. However, in the period of March 2008 - September
VSHQGLQJZDVFDXVHGPDLQO\E\ÁXFWXDWLRQVLQWKHJOREDOFULVLV
and the other decrease was the result of measures taken in
the period of 2013 October to February 2014. As a result of the
measures taken, the rate of change in credit card spending
has reached negative levels and the stock amount of credit
card expenditures has diminished.

The annualized monthly growth rate of credit card
balances reveals this tendency more explicitly. After the
regulations on credit cards as of October 2013 and February

&KDUW,9
Credit Card Balances Annualized Growth Rate
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2014, the annual growth rates began to hover below the
average rate along the entire period. As the annual growth
rates at weekly frequency in Chart IV.2.6 shows, the periodic
acceleration of credit card spending at the end of second
quarter declined as a result of a series of measures introduced in
October 2013, and with the precautionary policies on February
2014 the negative growth rates gained stability.

)LQDQVDOúVWLNUDU5DSRUX .DV×P
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With the regulation of limiting the number of installments,

&KDUW,9
&KDUW,9
Credit Card Balances with and without

the transactions with installments declined and because the
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that especially after the limitation of installment periods, credit
card spending with installments has decreased substantially;

&KDUW,9
&KDUW,9

at the same time, cash withdrawals and expenditures without

Credit Card Balances with Installement, Cash
Withdrawals and Transactions without
Installement(Flow Data, Billion TL)
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card spending has been curtailed after the regulations (Figure
IV.2.8).
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installments has risen by substituting spending with installments.
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The annualized monthly growth rate of credit cards with
installments represented in Chart IV.2.9 shows that the growth
rate of credit card spending with installments has diminished
and has even reached negative levels after the regulations
on October 2013. Within the same period, other measures of
increasing risk weights and provisions, restrictions on credit

Source: BRSA-CBRT

cards limits and tightening restrictions in the case of insolvency
rapidly decreased the growth rate of credit card spending.
Hence these developments conclude that recent regulations
have been very effective. Among these measures, especially

&KDUW,9
Credit Card Balances with Installement
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with the inclusion of credit cards into the scope of the general
provisions and increasing the risk weights, the credit card has
become a product more costly for banks. This result became
apparent in that with the regulations on October 2013, although
installment periods are not yet restricted, the growth rate of
credit card spending with installments remained behind that
of total credit card spending, even reaching negative levels,
and, as a result, the relative higher cost of installments (Graph
IV.2.6 and IV.2.9).

Source: BRSA-CBRT
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The

regulations

enacted

in

December

2010

are

considered to be effective on the downward trend of the
loan conversion rate (The ratio of credit card balances

&KDUW,9

incurring interest charges to total credit card balances) which

Credit Cards Balances ve Loan Conversion Rate
(Billion TL, Percentage)
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The rise in the loan conversion rate from the beginning of
2014 was caused by credit card spending by consumers who
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removal of installments in certain sectors. However, this effect
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Source: BRSA-CBRT

The regulations related to credit cards are also effective
on non-performing loans of credit cards. However, as there
KDYHEHHQPDQ\UHJXODWLRQVDORQJWKHZKROHSHULRGLWLVGLIÀFXOW
to comment on the effectiveness of the relevant regulations.
The NPL ratio which has exhibited a decreasing trend with
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IV.2.3.2 Housing Loans
Only macro-prudential measure for housing loans in the
examined period was the regulation that limits the mortgage
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of the regulation, as in other consumer loans for the same
period, the upward trend of interest rates further increased the
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loan to value restriction (Chart IV.2.12).
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This upward trend can be analyzed more clearly when
FRPSDUHGZLWKÁRZGDWDRIJHQHUDOSXUSRVHORDQVWKDWKDYH
the highest correlation with that of housing loans. Although
interest rates exhibit similar trends in the relevant period, the

&KDUW,9

decreasing trend of housing loans is creating the impression

Housing and General Purpose Loans Amounts and
Interest Rates (Flow Data, Million TL, Percent)
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IV.2.3.3 Vehicle Loans

The measures for vehicle loans are ordered as the
)LQDQVDOúVWLNUDU5DSRUX .DV×P

increase the risk weight applicable to the vehicle loans in
October 2013, the application of the incremental general
provisions, the introduction of maturity restriction for 48 months
to vehicle loans in December 2013 and the introduction of loan
to value application as of February 2014.
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Of the regulations, increasing the risk weights and provisions
are considered to be effective on interest rates of vehicle loans
E\ FUHDWLQJ SUHVVXUH RQ EDQNV· IXQGLQJ FRVWV 7KHUHIRUH WKLV
&KDUW,9

type of regulation is also concerned to have indirect effects by

Vehicle Loans (Stock) Annual Growth Rates and
Interest Rates (Flow), Percent

the cost channel behind its direct tightening effect on loans. For
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these regulations (Chart IV.2.14). However, immediately after
the regulations, the introduction of practices of the maturity
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comment on the marginal effectiveness of each measure. As
seen in Chart IV.2.14, the annual growth rate of vehicle loans

Source:BRSA- CBRT.
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regulations were implemented depicts a rapid decline after
the regulations. The effects of these macroprudential measures
DUHDOVRREVHUYHGLQWKHYHKLFOHORDQVRIÀQDQFLQJFRPSDQLHV
which are included those regulations (Chart IV.2.15).

IV.2.3.4 Other Consumer Loans
Macro-prudential measures taken for other consumer
loans consist of regulations concerning the rise of risk weights and

&KDUW,9
Vehicle Loans by Banks and Financing Companies
(Stock), Billion TL

incremental provisions applied in June 2011 and term limitations
introduced in December 2013. The trend after measures taken
in consumer loans apart from the housing and vehicle loans
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growth rate of corporate loans that of which have clearer pro-

Source: BRSA-CBRT.

examined period, exhibit similar trends suggesting that the more
limited the effectiveness of regulation. However, especially after
the regulation related with the maturity restriction in December
2013, the fall in the growth rate of other loans realized earlier
DQG PRUH VLJQLÀFDQW WKDQ WKDW RI GHFOLQH LQ FRUSRUDWH ORDQ
growth rates.
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towards consumer loans on developments of total credit,
6WXG\ ÀQGLQJV VXJJHVW WKDW PDFURSUXGHQWLDO SROLFLHV DUH YHU\

General Purpose and Other Consumer Loans
Maturity Limits
Risk Weights and Provisions
General Purpose and Other Consumer Loans Int Rates
TL Corporate

effective, in accordance with their ultimate goal, in slowing the
Source: BRSA-CBRT

rate of growth in total loans and consumer loans. Furthermore,

)LQDQVDOúVWLNUDU5DSRUX .DV×P

particularly general provisions and the risk weight regulations
help bank capital adequacy ratios remain at reasonable levels
and impede banks in growing risky assets. The results obtained
on the basis of loan types show that the credit usage, determined
mainly by changes in interest rates, is also limited through
macroprudential policies. In the analyzed period, multiple
policies implemented in October 2013 and the measures to limit
the number of installments entered into force in February 2014
KDYHEHHQVLJQLÀFDQWO\HIIHFWLYHLQORZHULQJWKHDQQXDOJURZWK
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rate of credit card usage to negative levels. The LTV regulation
on housing credits in 2011 shows effective results in slowing
down the growth rate of these loans. The 48-month-maturity
limitations applied to vehicle loans in 2013 December and the
introduction of LTV on these credits in February 2014 has been
quite effective in taming the vehicle credit growth. Among the
measures taken on other consumer credits, including personal
credits, the measure of reducing the maturity period enacted in
December 2013 lowered the growth rate of personal and other
consumer credits. Consequently, macro-prudential measures
concerning consumer credits give results that are consistent
ZLWKWKHREMHFWLYHRIHQVXULQJÀQDQFLDOVWDELOLW\LQ7XUNH\
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IV.3. The Interaction Between ROM
and Other Monetary Policy Instruments
Summary
In this study, for the purpose of readability of the interaction
between interest and reserve requirement decisions with the
reserve options mechanism (ROM), the impacts of the CBRT
policy rate decisions and reserve requirement decisions on the
520XWLOL]DWLRQDUHH[DPLQHGZLWKDIRUPXODRIDEUHDNHYHQ
UHVHUYHRSWLRQVFRHIÀFLHQW%HFDXVHWKHPDLQGHWHUPLQDQWVRI
the ROM utilization are short-term interest rates, the systematic
reaction of the CBRT to the capital movements diminishes the
autosmatic stabilizing impacts of the ROM. The CBRT’s recent
implementation of remuneration on the required reserves to
reduce sensitivity to short-term interests was designed in the
form of reducing the sensitivity of the cost of holding Turkish lira
UHVHUYHV WR IXQGLQJ FRVW  ,Q WKLV FRQWH[W LQWHUHVW SD\PHQWV LQ
the form of “ratio” and “difference” is compared via a simple
equation.

The analysis reveals under some assumptions that

the “difference” method would lessen the sensitivity of the cost
of required reserves held in Turkish lira to funding interest rates.

IV.3.1 Introduction
7KH VL]H DQG WKH YRODWLOLW\ RI FDSLWDO ÁRZV WRZDUGV
emerging market economies have increased substantially
GXULQJ WKH SRVWFULVLV SHULRG 7KLV VLWXDWLRQ ZRUVHQHG ÀQDQFLDO
and macroeconomic stability through causing excessive
volatility in credit growth and exchange rates. Many central
EDQNV UHVSRQGHG WR WKLV VLWXDWLRQ YLD H[SDQGLQJ WKH LQÁDWLRQ
WDUJHWLQJUHJLPHE\LQFOXGLQJÀQDQFLDOVWDELOLW\DQGGHYHORSHG
QHZSROLFLHVDJDLQVWFDSLWDOÁRZV,QWKLVIUDPHZRUNEHJLQQLQJ
from the end of 2011, the CBRT designed and progressively
carried into effect the ROM in order to increase the resilience of
WKHHFRQRP\DJDLQVWWKHYRODWLOLW\LQFDSLWDOÁRZV
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%\ SURYLGLQJ LQVWLWXWLRQV WKDW DUH VXEMHFW WR UHVHUYH
UHTXLUHPHQWV EDQNVDQGÀQDQFLQJFRPSDQLHV ZLWKWKHRSWLRQ
to hold a fraction of their required reserves for Turkish lira liabilities
in FX and gold, the ROM enables them to hold additional FX
and gold reserves voluntarily. While the ROM has been used
intensively by these institutions, as of October 2014 almost 40
billion USD of FX and 15 billion USD of gold were held within this
PHFKDQLVPLQWKH&%57DFFRXQWV7KHPDMRUDLPZDVWRVPRRWK
WKHHIIHFWRIH[FHVVLYHYRODWLOLW\FDXVHGE\FDSLWDOÁRZVRQ);
and loan portfolios by allowing banks to decide on their own
UHVHUYH RSWLRQ XWLOL]DWLRQ DFFRUGLQJ WR WKHLU H[WHUQDO ÀQDQFLQJ
conditions. The main assumption here is that these institutions
ZLOOXVHWKH520LQDVWDELOL]LQJZD\DJDLQVWWKHFDSLWDOÁRZV)RU
H[DPSOH GXULQJ FDSLWDO LQÁRZV WKH ERUURZLQJ FRVW LQ IRUHLJQ
currency would fall and this would motivate banks to keep a
higher fraction of their required reserves in foreign currency.
+HQFHWKHLPSDFWRIFDSLWDOLQÁRZVRQH[FKDQJHUDWHVZLOOEH
partly contained. Besides, since increasing ROM utilization will
SURYLGHSDUWRIWKHFDSLWDOLQÁRZWREHKHOGDW&%57WKHFUHGLW
supply will also increase as compared to the case in which the
ROM is not there.1

All of these foresights about the basic functioning of
the ROM assume that other monetary policy tools are stable.
,Q IDFW WKH &%57 FDQ DOVR DUUDQJH DQG DGMXVW RWKHU SROLF\
tools like short term interest rates, liquidity policy and reserve
requirement rates against internal and external shocks.
Therefore, to understand exactly how the ROM works and
correctly interpret the last policies of the CBRT, it is important
to have the interaction between the ROM and other monetary
WRROV FRHIÀFLHQWV DQDO\]HG 7KLV SDUW H[DPLQHV WKH LQWHUDFWLRQ
RI WKH 520 EHKDYLRU ZLWK WKH &%57·V LQWHUHVW DQG UHVHUYH
requirements policies.

)RUGHWDLOVVHH$OSHU.DUDDQG<|UNRùOX  
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IV.3.2 ROM: Basic Concepts
To understand the motivation of ROM utilization, it is useful
to look into basic concepts regarding the ROM mechanism.

7UNL\H&XPKXUL\HW0HUNH]%DQNDV×

7KH520SURYLGHVEDQNVDQGÀQDQFLQJFRPSDQLHVZLWK
the option to hold up to a fraction (the reserve option ratio) of
their required reserves for Turkish lira liabilities in FX and gold.
Currently, the reserve option ratio is 60 percent for FX and 30
SHUFHQWIRUJROG)RUH[DPSOHEDQNVDQGÀQDQFLDOLQVWLWXWLRQV
have an option that 60 TL of 100 TL required reserves can be
held in US Dollars and 30 TL in terms of gold. Accordingly, even
in the case that the ROM facility is utilized completely, at least
10 percent of Turkish lira required reserves should be held in
Turkish lira currency.

&KDUW,9
Reserve Option Coeficients

ϯ͘ϱ

The amount of foreign currency or gold equivalents

ϯ͘Ϭ

per unit of the Turkish lira required reserve is called the reserve

example, banks can hold 60 TL worth of foreign currency

Ϯ͘Ϭ

IRU 7XUNLVK OLUD UHVHUYH UHTXLUHPHQWV DW WKH OLDELOLW\ SHULRG·V

ϭ͘ϱ

ZK

RSWLRQVFRHIÀFLHQW 52& ,IWKH52&HTXDOVWRLQWKHSUHYLRXV

Ϯ͘ϱ

exchange rate. Thereby, ROCs are designed in an increasing

ϭ͘Ϭ

structure based on the utilization rate, to soften the negative

Ϭ͘ϱ

FRQVHTXHQFHV RI FDSLWDO ÁRZV E\ WDNLQJ LQWR DFFRXQW WKH

Ϯ͘ϵ

Ϯ͘Ϭ
ϭ͘ϰ

ϯ͘ϭ

ϯ͘Ϯ

Ϯ͘ϲ

ϭ͘ϱ
ϭ͘ϴ
ϭ͘ϰ

ϭ͘ϱ

&yZKD
'ŽůĚZKD

Ϭ͘Ϭ
ϱ ϭϬ ϭϱ ϮϬ Ϯϱ ϯϬ ϯϱ ϰϬ ϰϱ ϱϬ ϱϱ ϲϬ

funding cost differences among institutions. For the ease of
implementation, reserve option ratios were divided into 5
percent tranches and ROCs were determined on a tranche

Ϯ͘ϱ

йĂŵŽƵŶƚŽĨd>ZZ

Soruce: CBRT.

basis (Chart IV.3.1).

Since the Turkish lira funding cost is higher than the
IRUHLJQFXUUHQF\IXQGLQJFRVWEDQNVDQGÀQDQFLQJFRPSDQLHV
will prefer holding foreign currency reserves instead of Turkish
lira when the ROC is equal to 1; in other words, they will prefer
utilizing their ROM facilities completely. On the other hand,
WKH&%57FDQDOWHUWKHFRVWRIXWLOL]DWLRQE\DGMXVWLQJWKH52&
values. For example, if the ROC is increased from 1 to 2 in any
tranche, banks must hold 2 TL worth of foreign currency or gold
per 1 TL required reserve if they wish to utilize the ROM facility
in that tranche. This means that the cost of the utilizing ROM
IDFLOLW\IRUWKDWVSHFLÀFWUDQFKHGRXEOHV$FFRUGLQJO\WKH&%57
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can affect the utilization of the ROM facility by changing the
UHODWLYHFRVWRIWKHIDFLOLW\ZLWKLQWKH520E\DGMXVWLQJ52&V
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IV.3.3 Concept of Breakeven ROC and
Impacts of the ROM Utilization on Banking Sector
$W WKLV SRLQW WKH GHÀQLWLRQ RI WKH ´%UHDNHYHQ 52&µ
´%
concept will be useful to demonstrate analytically the
interaction between ROM utilization and other monetary policy
tools. The breakeven ROC (ROCb) is the value at which institutions
ሺܴܱ ܾܥሻ
are indifferent between holding required reserves in terms of

Turkish lira or in terms of FX. Broadly, it corresponds to the ratio
of the cost of Turkish lira funding to the cost of FX funding. Under
certain assumptions, the breakeven ROC can be formulated as
follows:2

ܴܱ ܥ ̱

ሺͳ െ ܴܴி ሻሺ்ݎ െ ݎோோ ሻ
ሺͳሻ
ሺͳ െ ்ܴܴ ሻ̈́ݎ

The parameters 55
RR);FX and 55
RRTL
7/ represent foreign currency
and Turkish lira reserve requirement ratios and
 ̈́ݎr$ represent
்ݎ rTL and

Turkish lira and USD interest rates respectively. In addition,
rRR
  ݎோோ
VLJQLÀHVWKHUHPXQHUDWLRQUDWHRI7XUNLVKOLUDUHVHUYHV

In formula (1), any regulation increasing the numerator
more than the denominator will make the ROM utilization
attractive by raising the Turkish lira funding cost more than the
FX funding cost. For example, if Turkish lira reserve requirements
ratios are increased more than FX reserve requirements, the
cost of FX funding will
decline
relatively.
This will
LQFUHDVH
WKH
LQVWLWXWLRQV·
PRWincrease the
LQVWLWXWLRQV·PRWLYDWLRQVEXLOGLQJUHVHUYHVLQWHUPVRI);IRUWKHLU
TL required reserves within the ROM mechanism. In other words,
utilization of the ROM will be more advantageous and utilization
rates are likely to increase.

Likewise, for the case in which Turkish lira interest rates
rise more than FX interest rates, utilizing the ROM will still be
favorable. For example, if the CBRT increases short term interest
2 Since this special topic is mainly related to the remuneration on Turkish lira required reserves, for
formulation simplicity it is assumed that FX reserves are not remunerated. For a detailed formulation
see Küçüksaraç and Özel (2012).
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rates (ceteris paribus), the relative cost of Turkish lira funding will
increase and holding Turkish lira required reserves in FX will be
more advantegeous.

V×

Moreover, when the remuneration of Turkish lira reserves
increases, the cost of holding required reserves in Turkish lira
currency will decrease (in other words, (rTLίRR) will decline).
ሺ்ݎmotivation
െ ݎோோ ሻ
This situation will decrease the
for holding Turkish lira

required reserves in terms of FX. When the remuneration rate is
implemented as much as the whole cost of Turkish lira funding,

ROCb will be equal to zero and theܴܱܥ
advantage of utilizing the
ROM will completely disappear. Therefore, remuneration rates
must be partial as long as the ROM is actively used.

Consequently, the main determinants of the ROM
utilization are the relative cost of foreign currency versus Turkish
lira funding and ROC values set by the CBRT. When the ROCb

value is higher than ROC values for anyܴܱܥ
tranche,
banks and

ÀQDQFLDOFRPSDQLHVDUHH[SHFWHGWRXWLOL]HWKH520IDFLOLW\IRU
this tranche and vice versa if lower. In other words, the main
parameter affecting ROM utilization is the level of breakeven
ROC in comparison with ROCs set by the CBRT. In fact, by using
banks-based panel data, Aslaner and others (2014) show the
system functions this way in practice. Thus, the interaction of the
ROM utilization with the interest and reserve requirements policy
decisions of the CBRT can be built upon the simple formula in
equation (1).

Beginning from the initialization of the ROM up to October
2014, required reserves were not remunerated. In case of zero
remuneration
= 0), equation (1) can be re-expressed as
ሺݎோோ(rൌRRͲሻ
follows:

ܴܱ ܥ ̱

ሺͳ െ ܴܴி ሻ்ݎ
ሺʹሻ
ሺͳ െ ்ܴܴ ሻ̈́ݎ

Taking into account that the Turkish lira funding of banks is
mainly obtained from the CBRT, the weighted average cost of
the CBRT funding can be assumed as the main determinant of
the Turkish lira funding cost. In fact, the work of Aslaner and others
(2014) demonstrates that banks use the weighted average cost
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of the CBRT funding as a reference for the Turkish lira funding
cost. This observation makes it reasonable that the weighted
average cost of the CBRT funding can be used for rTL variable
7UNL\H&XPKXUL\HW0HUNH]%DQNDV×

in equation (2). Under the assumption that reserve requirement
ratios do not change frequently, the main determinants of high
volatilities in ROCb values in equation (2) will be the weighted
average cost of the CBRT funding and the FX funding cost.

On the other hand, as seen on Chart IV.3.2., during these
last years, the FX funding cost has been following a rather stable

&KDUW,9
ROM Utilization Rate and Funding Costs
(4 Period Moving Average, percentage)

path and the CBRT rates have been the main determinants for
the changes in relative costs. In fact, the ROM utilization rate
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other words, the CBRT raising short term interest rates during
FDSLWDO RXWÁRZV ZLWKLQ WKH VDPSOH SHULRG FUHDWHV D ERRVWLQJ
LPSDFWIRUWKH520XWLOL]DWLRQPHDQLQJWKDWZKHQFDSLWDOÁRZV
weaken, banks want to hold more FX reserves as contrary to the
intention. As a consequence, the systematic reaction against
FDSLWDOÁRZVWKURXJKVKRUWWHUPLQWHUHVWUDWHV LHLQFUHDVHGXULQJ
FDSLWDO RXWÁRZV GHFUHDVH GXULQJ FDSLWDO LQÁRZV  PD\ UHVWULFW


WKH DXWRPDWLF VWDELOL]LQJ IHDWXUH RI WKH 520 7KHVH ÀQGLQJV
and observations point out that diminishing the sensitivity of the
520XWLOL]DWLRQWRWKH&%57LQWHUHVWUDWHVZRXOGEHEHQHÀFLDOIRU
observing the automatic stabilizing feature of the ROM.

IV.3.4 Conclusion: Reducing the sensitivity
of the ROM utilization to the CBRT interest rates
through partial remuneration on required reserves
The CBRT has recently made the decision to remunerate
UHTXLUHG UHVHUYHV DQG DGGLWLRQDOO\ KDV DGMXVWHG WKH
UHPXQHUDWLRQ UDWH WR VXSSRUW FRUH OLDELOLWLHV LQ WKH ÀQDQFLDO
system. While these arrangements have been made, in order
to strengthen the stabilizing feature of ROM, the remuneration
rate was designed in such a way to decrease the sensitivity of
the cost of holding reserves in Turkish lira to the CBRT funding
cost. In this direction, the remuneration rate on required
UHVHUYHV GLIIHUHQW IURP SDVW LPSOHPHQWDWLRQV ZDV GHÀQHG

´ZHLJKWHGDYHUDJHFRVWRIWKH&%57IXQGLQJPLQXVDFRQVWDQW;

as the difference of short term interest rates from a constant
value, rather than a proportion of short term interest rates. The
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&%57GHÀQHGWKHUHPXQHUDWLRQUDWHRQUHTXLUHGUHVHUYHVDVWKH
“weighted average cost of the CBRT funding minus a constant
X”.3 In other words, after the new regulation, the remuneration
rate can be U7/explained
as rTL~rRR-X in equation (1) and the
aU55;
breakeven ROC takes the following form:

ܴܱ ܥ ̱

ሺͳ െ ܴܴி ሻܺ
ሺ͵ሻ
ሺͳ െ ்ܴܴ ሻ̈́ݎ

If examined closely, there is no Turkish lira interest rate in
the equation. When remuneration is designed in that way, the
sensitivity of ROCb to the short term interests widely disappears.
Hence, for the cases in which the required reserve rates are
held constant, the ROM utilization would be more sensitive to
FKDQJHVLQ);IXQGLQJFRVWV,QFDVHVLQZKLFKFDSLWDOÁRZVDUH
weak, ROCb and consequently the ROM utilization rate will
decrease because the FX funding cost generally rises in such
FDVHV ,Q RWKHU ZRUGV ZKHQ WKH FDSLWDO ÁRZV DUH ZHDN RU
FDSLWDORXWÁRZVRFFXU WKHPRWLYDWLRQRIEDQNVDQGÀQDQFLQJ
companies will increase towards withdrawing parts of their FX
which they held in the CBRT within the ROM mechanism and
holding Turkish lira instead. Accordingly, the FX liquidity of
system and loanable funds will be supported, while volatilities
in both the exchange rate and loans can be restricted. In
summary, reducing the sensitivity of the cost of holding Turkish
lira required reserves to short term interest rates may contribute
to strengthening the automatic stabilizing feature of the ROM.

Although this practice will decrease the sensitivity of
the ROM utilization to the CBRT interest rate policy, it may
not eliminate it completely. The analysis above assumes that
the cost of Turkish lira funding is equivalent to the weighted
average cost of the CBRT funding. However, banks could also
ÀQGVKRUWWHUPIXQGLQJLQPRQH\PDUNHWVDQGIRUH[DPSOHLQ
case that interbank interest rates substantially differ from the
weighted average cost of the CBRT funding, the rTL variable

3
For
details
see
http://www.tcmb.gov.tr/wps/wcm/connect/2658a7fd-007f-43f7-a846
cd3f0b7dd8fa/Teknik+Ayrintilar.pdf?MOD=AJPERE . From the beginning 2015, the remunaration
ratio will be higher for those institutions which have higher core liabilities ratios ( ratio of of the sum
of deposits with equity to credits) from the sector average and do not worsen their own ratios.
Nevertheless, the stabilizing behavior of ROM will not change because the remuneration would then
be at the rate of rTLïxĻZKHUH ;·; 
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used in calculating breakeven ROC may differ from the CBRT
funding rate. Nevertheless, as shown in the work of Aslaner
and others (2014), breakeven ROC values calculated by using
CBRT funding rates substantially explain the variations in the
520 XWLOL]DWLRQ $W WKLV MXQFWXUH WDNLQJ WKH &%57 IXQGLQJ UDWH
as a reference in the calculation of breakeven ROC and ROM
utilization seems a reasonable assumption.

Lastly, note that relative costs are not the sole determinant
RI WKH 520 XWLOL]DWLRQ $VODQHU HW DO·V ZRUN   VKRZV WKDW
JOREDO ULVN DSSHWLWH DOVR LQÁXHQFHV WKH 520 XWLOL]DWLRQ DSDUW
from interest rates. Nevertheless, the explanatory power of the
models in which other variables are included are not more than
that of models in which breakeven ROC values is solely used.
Consequently, the ratio of relative funding costs of banks to
ROC values stays as the main determinant of the ROM utilization.

Under all these assessments, the last regulation of the CBRT
related to the remuneration on required reserves is expected
to largely reduce the sensitivity of the cost of holding reserves
in Turkish lira to the policy rate and strengthen the automatic
stabilizing feature of the ROM.
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IV.4 Reserve Requirements, Liquidity
Risk and Bank Loans
Abstract
)ROORZLQJ WKH JOREDO ÀQDQFLDO FULVLV PDQ\ FHQWUDO EDQNV
in emerging economies have been using reserve requirements
DFWLYHO\DORQJZLWKDQLQWHUHVWUDWHSROLF\WRPDLQWDLQÀQDQFLDO
stability in addition to price stability. Notwithstanding their
widespread use as policy tool to smooth credit cycles, there is
QRH[WHQVLYHOLWHUDWXUHDYDLODEOHRQWKHWUDQVPLVVLRQFKDQQHOVRI
reserve requirements. In this paper, we use bank-level data to
H[SORUHWKHLQWHUDFWLRQEHWZHHQ55DQGEDQNOHQGLQJEHKDYLRU
Different from the current literature, we focus on the “liquidity”
effect of reserve requirements, where reserve requirements
may affect loan supply through banks’ liquidity position. The
quantitative tightening due to required reserves affects bank
funding need and liquidity position. The analysis provided
in this study suggests that the change in liquidity position has
VLJQLÀFDQW HIIHFW RQ EDQN OHQGLQJ EHKDYLRU 5HODWHG DQDO\VLV
indicates that reserve requirements affect commercial loans
through price, and consumer loans through quantity.

IV.4.1 Introduction
)ROORZLQJ WKH JOREDO ÀQDQFLDO FULVLV FHQWUDO EDQNV LQ
many emerging economies have used different policy tools
LQDGGLWLRQWRWKHSROLF\UDWHWRSXUVXHÀQDQFLDOVWDELOLW\DORQJ
with price stability. The Reserve requirement ratio (RR) has been
one of the most popular instruments to control loan dynamics.
This special topic discusses the impact of reserve requirements
RQWKHOHQGLQJEHKDYLRURIEDQNVXVLQJFURVVVHFWLRQÁRZGDWD
on deposit and loan variables.
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Most of the studies in the literature focus on different
channels of reserve requirements and imply that the eventual
impact of RR on credit is limited. For example, most studies
DUJXHWKDWLQDÁRDWLQJH[FKDQJHUDWHUHJLPHZLWKVKRUWWHUP
interest rates as the operating target, the liquidity impact of
using reserve requirements may be negligible. A bank faced
with a liquidity shock due to a RR hike can easily compensate
the diminished funds by borrowing from the central bank. Thus,
as long as central bank credit and deposits are close subtitutes
as alternative sources of bank funding, higher RR generally
produces a fall in deposit interest rates due to cost effect,
leaving lending rates unchanged. In such a setup, the eventual
impact of RR on credit and economic activity is broadly
neutral. However, following the crisis, emerging economies
such as Brazil, Turkey, Colombia and Peru have actively used
reserve requirement ratios to addres the policy dilemmas
FDXVHGE\VWURQJDQGYRODWLOHFDSLWDOLQÁRZV7KHH[SHULHQFHV
RI WKHVH HFRQRPLHV LQ JHQHUDO VXJJHVW WKDW DGMXVWPHQWV LQ
reserve requirements as a supplementary tool may have
helped to smooth credit growth during the expansionary and
contractionary phases of the credit cycle.1

Despite the increasing reliance on RR as a policy tool to
contain excessive credit growth, the effectiveness of RR and the
transmission channels in general have not been widely studied.
Most studies focus on the cost channel of RR where an increase
LQUHVHUYHUHTXLUHPHQWVDIIHFWVÀQDQFLDOLQWHUPHGLDWLRQWKURXJK
an implicit tax on the banking system. Prada (2008), Glocker
and Towbin (2012) and Carrera and Vega (2012) illustrate that
an exogeneous increase in RR has similar effects to those of a
tax on deposits, which makes funding through deposits more
expensive. Similarly Reinhart and Reinhart (1999) as well as
Gelos (2009) suggest that an increase in RR raises the spread
between lending and deposit rates via the cost channel.

1 See Medina and Roldos (2014), Montor and Moreno, Mora (2014).
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Some other studies argue that reserve requirements may
be effective via the interest rate risk channel. According to
Betancourt and Vargas (2008) and Herrera et al. (2010), under
the assumption of risk-averse banks, deposits and central bank
funding may not be close substitutes. Because the maturity
of central bank credit is typically shorter than the maturity
of deposits, a larger reliance on central bank credit adds to
interest rate risk. On the other hand, Alper et al. (2014) explain
that the impact of reserve requirements on the total interest rate
risk may not be crucial to the extent that the average maturity
of bank deposits is short and the interest rate policies of central
banks are predictable.

Contrary to exisiting studies in the literature, Alper et al.
(2014) focus on the liquidity channel effect in their discussion of
the impact of reserve requirements on bank lending behavior.
According to their empirical results, reserve requirements
may affect the loan interest rate and loan supply through
a change in liquidity position. This special topic discusses the
impact of the reserve requirement on credit growth focusing
on the liquidity channel. In practice, a hike in RR induces a
shift in the composition of the bank balance sheet leading to
a deterioration in the liquidity position of banks and a change
in bank lending behavior. Switching bank deposits with central
bank credit after a rise in reserve requirements adversely
affects the liquidity position. Since central bank funding
is collateralized, banks are left with fewer liquidity buffers.
Accounting for the negative effect of collateralized borrowing
RQWKHEDQNV·OLTXLGLW\SRVLWLRQWKHPDUJLQDOFRVWRIERUURZLQJ
from the central bank increases for the banks with lower liquidity
buffers; in other words, deposits and central bank funding are
not perfect substitutes. This mechanism, called the “liquidity
channel”, leads to a higher lending rate and/or a reduction in
the pace of credit growth.
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IV.4.2 Liquidity, the Reserve Requirement
and Bank Behaviour
The transmission mechanism of the liquidity channel can
be discussed through the interaction of change in the reserve
requirement and its effect on a balance sheet,which is discussed
WKURXJKDVLPSOHH[DPSOHLQ7DEOH7KLVVLPSOLÀHGK\SRWKHWLFDO
balance sheet has assets composed of loans, securities and
reserves, while liabilities include customer deposits and short
term funding from the central bank. It is assumed that banks
do not hold any excess reserves. Banks are required to pledge
collateral against their borrowings from the Central Bank. When
a security is pledged as collateral, it cannot be used during the

7UNL\H&XPKXUL\HW0HUNH]%DQNDV×

WHUP RI WKH GHEW 7KXV VHFXULWLHV DUH GHÀQHG DV WZR GLIIHUHQW
groups named free securities and encumbered securities,
which are pledged as collateral. The ratio of free government

7DEOH,9

VHFXULWLHVDVDIUDFWLRQRIWRWDOOLDELOLWLHVLVGHÀQHGDVWKHPHDVXUH

A Hike in Reserve Requirement Ratio and Bank
Balance Sheet

for bank liquidity.2

a) Before a hike in reserve requirement
Assets

Liabilities

Loans:
90
Free Securities:
10
Encumbered Securities:
0
Reserves:
0
b) After a hike in reserve requirement

Deposit:
Repo:

Assets
Loan:
Free Securities:
Encumbered Securities:
Reserves:

Liabilities
Deposit:
Repo:



90
5
5
5

100
0

The example shown in Table IV.4.1 assumes that the
100
5

bank initially has 100 units of assets which consist of 90 units
of loans and 10 units of government securities. Therefore,
the measure of liquidity (free securities/total liabilities) is 10
percent. A 5 percentage point hike in RR alters the bank
balance sheet. Because the bank cannot cut down its loan
commitments immediately, 5 units of foregone deposits have
to be compensated by borrowing from the Central Bank, which
UHTXLUHV SOHGJLQJ FROODWHUDO +HQFH WKH EDQN·V IUHH VHFXULWLHV
decline by 5 units, bringing the liquidity ratio from 10 percent to
DSSUR[LPDWHO\SHUFHQW7KDWLVWKHEDQNLQJV\VWHP·VOLTXLGLW\
position deteriorates. The drop in liquidity ratio and rise in liquidity
concerns promts some banks to tighten loan supply.

%DQN ZKLFK UHTXLUHV SOHGJLQJ FROODWHUDO +HQFH WKH EDQN·V IUHH
WKH
EDQNLQJ
V\VWHP·V
2 In emerging economies, free securities which are reserved against
a possible
liquidity
shock
constitute a large portion of liquid assets.
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The Central Bank of Turkey increased the reserve
requirement ratio in the last quarter of 2010. Following this
GHFLVLRQWKH7XUNLVKEDQNLQJVHFWRU·VEDODQFHVKHHWVFKDQJHG
similar to the mechanism mentioned above. As shown in Chart

7UNL\H&XPKXUL\HW0HUNH]%DQNDV×
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&KDUW,9
&KDUW,9
Reserve Requirements and Short-Term Funding
from the CBRT

EDQNLQJ
EDQNLQJ

9
8
7

IV.4.1, the immediate response of banks to a hike in reserve
requirement is to increase their borrowing from the central bank.
Because the central bank funding is collateralized, it depletes

6
5
4
3
2
1
Jan-10
Mar-10
May-10
Jul-10
Sep-10
Nov-10
Jan-11
Mar-11
May-11
Jul-11
Sep-11
Nov-11
Jan-12
Mar-12
May-12
Jul-12
Sep-12
Nov-12
Jan-13
Mar-13
May-13
Jul-13
Sep-13
Nov-13

the free securities, therefore the liquid assets of the bank,
consistent with the balance sheet movements shown in Table

Short-term Funding from CBRT / Total TL Liabilities (%)

1. Thus, banks with low liquidity buffers may run into collateral

TL Reserve Requirements held by Banks/ Total TL Liabilities
(%)

constraints rather easily which is particularly undesirable during
turbulent times. Combined with possible reputational costs,




Source: CBRT

liquidity positions may matter for the bank lending behavior.
&KDUW,9FRQÀUPVWKDWDQLQFUHDVHLQUHVHUYHUHTXLUHPHQWVLV
associated with a decline in bank liquidity and hence a decline
in bank loans. In the early stages of the quantitative tightening

&KDUW,9
&KDUW,9

Liquid Assets, Reserve Requirements and New
Loans
28
7

26

cycle, the decline in bank liquidity is associated with relatively

24

6

22

5

stable bank loans. This observation is consistent with the scenario

20

depicted in Bernanke and Blinder (1992), who argue that due to

16

Jul-13

Oct-13

Apr-13

Jan-13

Jul-12

Oct-12

Apr-12

Jan-12

Jul-11

Oct-11

Apr-11

Oct-10

Securities/ Total TL Liabilities (%)

DVVHWVWRÀQDQFHWKHLUORDQVEHIRUHWKH\DGMXVWWKHLUORDQERRNV

New Loans/Total TL Liabilities (%)-right axis
TL Reserve Requirement held by Banks/ Total TL
Liabilities (%)-right axis

There may be other reason why loans did not initially respond to
changes in reserve requirements. Because the Turkish banking

Jan-11

1
Jul-10

2

12
Apr-10

Hence, banks faced with liquidity shock reduce their liquid

3

14
Jan-10

WKHFRQWUDFWXDOQDWXUHRIEDQNORDQVWKH\DUHVORZHUWRDGMXVW

4

18




Source: CBRT

system started the period with rather high liquid ratios, the urge
to restore liquidity buffers was much less pronounced.

IV.4.3 Empirical Analysis
$IWHUWKHJOREDOFULVLVKHLJKWHQHGYRODWLOLW\LQFDSLWDOÁRZV
and uncertanities regarding the global economy prompted the
CBRT to change the conventional monetary policy framework
towards the end of 2010. Financial stability is pursued along
with price stability under the new policy regime. The aim was to
UHGXFHWKHPDFURHFRQRPLFÀQDQFLDOULVNVFDXVHGE\H[FHVVLYH
credit growth and exchange rate misalignment. In this context,
reserve requirements, liquidity policy, interest rate corridor and
reserve option mechanism are used together to pursue multiple
REMHFWLYHV
)LQDQVDOúVWLNUDU5DSRUX .DV×P
)LQDQVDOúVWLNUDU5DSRUX .DV×P
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The analysis given in this section investigates how key
variables such as bank loan and deposit rates, as well as credit
growth respond to policy tools taking into account the liquidity
positions of the banks.

IV.4.3.1 Data
3DQHOGDWDDQDO\VLVLQFOXGHVPDMRUGHSRVLWEDQNVWKDW
have a large share in the loan market and covers the period
from June 2010 through December 2013. Flow data is used for
ERWKORDQLQWHUHVWUDWHVDQGORDQVXSSO\7KHÁRZGDWDIRUORDQV
FRQVLVWVRIQHZO\JUDQWHGORDQVZKLOHÁRZGDWDIRULQWHUHVWUDWHV
represent interest rates valid for newly granted loans and newly
collected deposit accounts on a weekly basis. The effect of
FKDQJHV LQ SROLF\ GHFLVLRQV RQ WKH EDQN·V SULFLQJ GHFLVLRQ LV
UHÁHFWHGPRUHWLPHO\LQÁRZGDWD+RZHYHULQRUGHUWRÀOWHURXW
high volatility in commercial loan rates and because some of
the macroeconomic variables are only available at the monthly
frequency, data at weekly frequency is converted to monthly
frequency and all econometric analysis is done on a monthly
basis. Commercial loan and deposits rates are calculated at
a monthly frequency by taking the average of interest rates
within a given month.

Commercial loans in Turkey typically have short-term
maturity with less than one year. Anectodal evidence further
suggests that a large fraction of these loans consists of very shortterm loans with less than 3-months maturity that are frequently
rolled over. In order to avoid double counting in the presence of
short-term and frequent roll-overs, we take the average within
a month. In contrast, consumer loans have longer maturity
and are not rolled over as frequently. Therefore we sum weekly
consumer loans data within a month. Flow interest rates at a
weekly frequency are averaged and converted to monthly
frequency. Other bank level control variables include the nonperforming loan ratio (NPL) that is constructed as the volume of
non-performing loans as a percentage of total loans.
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The liquidity ratio is the key variable and constructed
as total securities held by each bank as a fraction of its total
TL liabilities. Securities consist of total sovereign debt held by
commercial banks which can be used as collateral when
banks need to borrow in the money market or can be sold to
meet any sudden liquidity needs that may arise due to policy
shocks, deposit runs or any other regulatory changes. Therefore,
we believe the liquidity measure used in this study is relevant in

7UNL\H&XPKXUL\HW0HUNH]%DQNDV×

UHÁHFWLQJWKHHIIHFWRIUHVHUYHUHTXLUHPHQWVRQEDQNEDODQFH
sheets.

There have been several changes to reserve requirement
ratios during the sample period. RR was used in Turkey as a
policy tool during the 2008-2009 global crises mostly for crisis
management. In fact, the CBRT paid interest (renumeration) to
reserve requirements until 2010, where the interest rate hovered

FHQWUDO E

DURXQGSHUFHQWRIWKHFHQWUDOEDQN·VSROLF\UDWH$IWHU
the CBRT used the required reserves more actively in various
dimensions. The renumeration was terminated, the coverage of
reserve requirements was expanded, the ratio was differentiated
across maturities and the weighted average ratio was raised by
about 10 percentage points in several steps. Finally, the CBRT
introduced a new sheme called the Reserve Option Mechanism
(ROM) in which banks are allowed to hold a certain fraction of
their reserve requirements for TL denominated liabilities in foreign
exchange.3 All these measures led to substantial variations in
the reserve holdings of the banking system both across banks
and through time. Such variation provides an advantage in
identifying the different channels of transmission.

&KDUW,9
Average RR and Cost-Based Effective RR for TL
Liabilities
14

In order to capture all these changes in one variable, a

12

single metric called the cost-based reserve requirement ratio

10

(ZKC) is contructed and used in the analyses. In this context,

8
6

the announced average reserve requirement weighted across

4

liabilities for different maturities is re-calculated to construct a

2

single measure including renumeration and the reserve option

0

effective reserve requirement ratios. Because the CBRT paid

Jan-14

Jul-13

Oct-13

Apr-13

Jan-13

Jul-12

Oct-12

Apr-12

Jan-12

Jul-11

Oct-11

Apr-11

Jan-11

Jul-10

Oct-10

Apr-10

Cost-based Effective RR (ROM adjusted,%)

Jan-10

mechanism. Chart IV.4.3 compares the average and cost-

Average RR (%)


Source: CBRT

interest on reserves until October 2010, the cost-based effective
3 See Alper et al. (2013) for details of reserve option mechanism.
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reserve reqirement ratio (RRC), during this period is lower than
the average RR. Notice that the two ratios were very close from
November 2010 to October 2011 when bank reserves were not
renumerated and the ROM was not in place. During this period,
the time variation in the RR was driven by several hikes in RR
with cross sectional variation due to the change in the maturity
RI OLDELOLWLHV VXEMHFW WR 55 $IWHU WKH &%57 LQWURGXFHG WKH 520
at the end of 2011, the cost-based effective RR measure once
again departed from the average RR. The cost-based effective
7UNL\H&XPKXUL\HW0HUNH]%DQNDV×
7UNL\H&XPKXUL\HW0HUNH]%DQNDV×

RR was consistently lower than the aggregate RR after October
2011 as borrowing costs in FX were lower than the costs in
domestic currency. The parameters of the ROM were changed
several times during this period, which provided variation in
ERWKWLPHVHULHV·DQGDFURVVDVHFWLRQDOGLPHQVLRQ

IV.4.3.2 Empirical Results
The main motivation of the analyses is to test the
relationship amongthe reserve requirement, other central bank
liquidity policies and bank lending rates, taking into account
the impact of liquid asset holdings on bank behavior.
݅ݎ௧ ൌ ߚ  ߤ ߚଵ ݅ݎǡ௧ିଵ  ߚଶ ܱȀܰ௧  ߚଷ ܶܣܩ௧  ߚସ ܼܭ௧  ߚ ܺ௧  ߝ௧ ሺͳሻ
݅ݎ௧ ൌ ߚ  ߤ ߚଵ ݅ݎǡ௧ିଵ  ߚଶ ܱȀܰ௧  ߚଷ ܶܣܩ௧  ߚସ ܼܭ௧  ߚ ܺ௧  ߝ௧ ሺͳሻ
7DEOH,9
7DEOH,9

Interest Rate on Commercial Loans
1
2

1
2

i,t-1
CBRT O/N Lending Rate t

3 3
Nonperforming
Loan ration i,t
4 4 Inflationt
5 5 ¨86'/TL
¨86' t
6 6 RRci,t

(3)
0.79***
0.79***
(0.02)

0.19***
0.19***
(0.02)
0.22**
0.22**
(0.11)

0.18***
0.18***
(0.02)
0.19*
(0.11)

0.15***
0.15***
(0.04)
0.24**
0.24**
(0.11)

The central bank overnight lending rate (upper bound of the

0.09***
0.09***
(0.03)
0.04***
0.04***
(0.01)
0.07***
0.07***
(0.02)

0.08***
0.08***
(0.03)
0.03***
0.03***
(0.01)

0.08***
0.08***
(0.03)
0.04***
0.04***
(0.01)
0.07***
0.07***
(0.02)

ܰܲܮ௧௧
GHSHQGLQJRQWKHVSHFLÀFDWLRQRRCit is the cost-based
effective

t

-0.53**
0.53**
(0.26)
817

10 10Observations


ܱȀܰ௧

(2)
0.78***
0.78***
(0.02)

0.08***
0.08***
(0.02)

9 9 Constant

Here irܱȀܰ
interchangeably
denotes interest rates on
it
௧

(1)
0.78***
0.78***
(0.02)

7 7 RRci,t-1
8 8 Interbank O/N Rate

݅ݎ
݅ݎ௧௧

-0.27
(0.24)
817

0.06
(0.06)
-0.42
(0.25)
817

commercial loans deposits. 0/Nt is the overnight interest rate.


ܴܴ௧௧
interest rate ܴܴ
corridor)
and/or overnight interbank rates are used

ܰܲ ܮ



required reserve ratio as described in the preceding section
while NPLit denotes non-performing loans ratio. Xt represents
D YHFWRU RI FRQWURO YDULDEOHV VXFK DV WKH LQÁDWLRQ UDWH DQG
exchange rate.



Table

V.4.2

summarizes

the

regression

results

for

commercial loan rates. We observe that the commercial loan
rate is positively related to the upper bound of the corridor, while
LQWHUEDQNUDWHVDUHQRWVLJQLÀFDQWLQH[SODLQLQJWKHYDULDWLRQVLQ
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the commercial loan rate, consistent with the earlier studies.4
This is an interesting result suggesting that banks, in setting their
commercial loan rates, fully price the interest rate risk posed
by the active use of the interest rate corridor. An increase in
non-performing loans prompts the banks to tighten their lending
WKURXJK KLJKHU UDWHV $ VLJQLÀFDQW DQG SRVLWLYH FRHIÀFLHQW
associated with RR, after controlling for the policy rate implies
that there is no perfect substitution between central bank
funding and deposits.

As explained in section 2, reserve requirement decisions
would have a stronger impact on the bank lending behavior
when deposits and central bank funding are not close
substitutes. Whether central bank borrowing is a perfect
substitute for deposits is an empirical question that can be tested
in our framework. One way to test this hypothesis is to look at
the relationship between deposit rates and the policy induced
shifts in the liquidity need of the banking system (changes in net
central bank funding).

Changes in the liquidity need of the banks driven by
central bank operations mainly consist of reserve requirement
decisions and foreign exchange sale/purchase operations.
The elevated liquidity needs that arise from an RR hike or an
FX sale are initially met by more short term central bank credit
provided through open market purchases. Because central
bank funding depletes unencumbered assets, it heightens
the liquidity risk incurred by the banking system. Following the
FX sale operation, if central bank funds and deposits are not
SHUIHFW VXEVWLWXWHV WKHQ WKHUH LV DQ LQFUHDVH LQ FHQWUDO EDQN·V
net funding to the system and banks would increase their
deposits rates to attract more deposits. Because deposits are
more valuable than central bank funding from a liquidity and
interest rate risk perspective, an increase in borrowing needs
prompts banks to increase their deposit rates to attract more
GHSRVLWV 7KHUHIRUH ZH H[SHFW D SRVLWLYH FRHIÀFLHQW RQ WKH
liquidity need arising due to both reserve requirement decisions
and foreign exchange sale/purchase operations.

4 See Binici et al. (2013).
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In the following regression shown below, iritd is the deposit
rate and afrit is the average funding rate, which is calculated
as the weighted average interest rate for the outstanding stock
of funding by the CBRT via interbank money market (deposit
lending) and open market operations (BIST, primary dealer,
one-week and one-month repo operations). Because the
original frequency of these series is daily, we take the arithmetic
average to construct monthly series. RRtL denotes the liquidity
ZLWKGUDZQ IURP RU LQMHFWHG WR  WKH V\VWHP WKURXJK UHVHUYH
requirements, while FXtL LV OLTXLGLW\ ZLWKGUDZQ RU LQMHFWHG  YLD
7UNL\H&XPKXUL\HW0HUNH]%DQNDV×
7UNL\H&XPKXUL\HW0HUNH]%DQNDV×

foreign exchange operations.
ௗ
ௗߚ ݂ܽ  ݎ ߚ ܴܴ   ߚ  ܺܨ ߚ

 ܱ ܰܨ ߚ ܴܴ  
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 ܺ௧  ߝܺ
௧௧  ߝ௧

Deposit Rates7UNL\H&XPKXUL\HW0HUNH]%DQNDV×
with Liquidity Components

2
3

݅ݎ

݅ݎ

i,t-1

Average Funding Rate

t

ሺܴܴ௧ ሻ

Funding need to RR ሺܴܴ௧ ሻ


5

ሻ Operations t
Funding needሺܺܨ
to௧ FX
ሺܺܨ௧ ሻ

6

Other Funding Need ሺܱܰܨ௧ ሻ

7DEOH,9
Direct
Cost of

7

Inflation t

4

8
9
10

 ୲   ୲ represents other funding needs of the banking system

OFNt represents other funding needs of the banking

7DEOH,9
7DEOH,9

1

(2)

RR(ǡ௧ )



ሺܱܰܨ௧ ሻ

ǡ௧

¨86''ROODU

݅ ݎt
¨86''ROODU/TL

Constant
10

ሺܴܴ௧ ሻ

Observations

requirements and FX related liquidity operations. All funding
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0.01***
(0.001)
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(0.19)
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components that are driven by central bank operations. The


Sample Period: Juneሺܺܨ
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– December 2013. Standard
௧ሻ
errors are given in parenthesis and adjusted for
heteroskedasticity. *** p<0.01, ** p<0.05,ሺܱܰܨ
* p<0.1.
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panel model is estimated with one stage GMM (Arellano
and Bond, 1991).
 ǡ௧


system calculated as open market operations net of reserve

(1)
0.64***
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0.03***
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0.11***
(0.01)

ௗ
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YDULDEOHV DUH VFDOHG E\ WRWDO 7/ OLDELOLWLHV WKDW DUH VXEMHFW WR
ߚ ܺ௧  ߝ௧

required reserves. Table IV.4.3 shows the regression results. Our
PDLQ IRFXV LV RQ WKH FRHIÀFLHQWV RI WKH FHQWUDO EDQN IXQGLQJ
 ୲ 

HVWLPDWHVDUHVLJQLÀFDQWDQGSRVLWLYHIRUERWKRIWKHFRHIÀFLHQWV
DVH[SHFWHG7KHUHLVDVLJQLÀFDQWLQFUHDVHLQWKHGHSRVLWUDWHV
when the funding need of the system rises with central bank
policy actions such as higher reserve requirements or foreign
exchange sales. These results further strengthen our intuition that
central bank funding and deposits are not strong substitutes.
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In addition, these results imply that there may be additional
channels through which RR interacts with bank behavior such
as interest rate risk and liquidity channels. Up to this point we


௧ ൌ ߚ  ߤ  ߚଵ ݅ݎǡ௧ିଵ  ߚଶ ܱȀܰ௧  ߚଷ ܰܲܮ௧   ߚସ ܴܴ௧  ߚହ ܺ௧  ߚ ܴܮ௧ 
have ݅ݎprovided
indirect evidence on the existence of the
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take
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 test the liquidity impact on bank loan and deposit
and directly
ߚ
 ܴܴ௧ ൈ ܴܮ௧  ߝ௧

rates shown in the model below.
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In this regression, LRit is the liquidity ratio. We also add an
interaction term RRitc×LRit to capture the relationship between
reserve requirements and bank liquidity. If the liquidity channel
is effective, then the positive relationship between interest
UDWHVDQG55VKRXOGEHDPSOLÀHGIRUWKRVHEDQNVZLWKOHVVOLTXLG
portfolios. In other words, having more liquidity buffers should
weaken the impact of RR on interest rates. In Table IV.4.4,
regressions (1), (2) and (4) provide empirical results regarding
these relations.

The analyses on the reserve requirement and liquidity
ratios needs a robustness check. We address the potential
endogeneity between bank loans and the liquidity ratio.
The decision to alter the fraction of liquid assets might be an
endogenous choice by each bank, especially at the high
frequency that we consider. Because bank liquidity ratios are
affected virtually from all the developments related to balance
sheets, treating bank liquidity as an endogenous variable and
ÀQGLQJWKHULJKWLQVWUXPHQWLVDQHVVHQWLDOFKDOOHQJH2XUVROXWLRQ
is to instrument for bank liquidity with the liquidity withdrawn/
LQMHFWHG WKURXJK FHQWUDO EDQN·V ); RSHUDWLRQV ,Q HPHUJLQJ
economies, many central banks resort to FX operations as
an additional tool to smooth the volatility of exchange rates
SRVHG E\ IUHTXHQW ÁXFWXDWLRQV LQ FDSLWDO ÁRZV 7KH &%57 KDV
used foreign exchange rate operations intensively since 2011
as well. In the case of sterilized operations, the domestic
FXUUHQF\ IXQGV LQMHFWHG LQWR WKH ÀQDQFLDO V\VWHP WKURXJK );
purchases is withdrawn through open market operations.
Because central bank funding is collateralized, this means the
liquid assets and thus the liquidity ratios of the banking system
are directly affected by the foreign exchange operations. Thus,
even though foreign exchange operations directly affect bank
liquidity by inducing a change in the net TL funding need of
the system, they are conducted independent of bank loans
because their main motivation is to smooth exchange rate
volatility. Hence, the amount of net TL funding through FX
operations can be used as an instrument for bank liquidity. To
this end, FX operations are used as an instrument for the liquidity
ratio and the regression given above is repeated. The related
UHVXOWVDUHJLYHQLQ7DEOH,9LQWKHWKLUGDQGÀIWKFROXPQV7KH
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model where the liquidity ratio is instrumented by FX operations
show that the liquidity channel is effective.

7DEOH,9
Commercial Loan Rates
1

ii,t-1

2

CBRT O/N Lending Rate t

3
4

Nonperforming Loan
Ratio i,t
Inflation t

5

¨86''ROODU/TL t

6

RRc i,t

7

RRc i,t-1

8

Liquidity Ratioi,t-1

9

(1)
0.78***
(0.02)
0.25***
(0.03)
0.19*
(0.10)
0.02
(0.03)
0.05***
(0.01)

(2)
0.77***
(0.02)
0.19***
(0.02)
0.17*
(0.10)
0.06**
(0.03)
0.03***
(0.01)

(3)
0.78***
(0.02)
0.21***
(0.02)
0.21**
(0.10)
0.04
(0.04)
0.02*
(0.01)
0.06***
(0.02)

0.07***
(0.02)
-0.019***
(0.01)

-0.03***
(0.01)

10

11


ÇÇÇÇ
ǡ-1

RRc ×Liquidity Ratio i, t

12

RRc ×Liquidity Ratio i, t-1

13

Constant

14

Observations

(5)
0.78***
(0.02)
0.19***
(0.03)
0.17*
(0.10)
-0.01
(0.03)
0.01
(0.01)

0.09***
(0.02)

-0.11***
(0.03)


ÇÇÇÇ
I, t

(4)
0.78***
(0.02)
0.23***
(0.02)
0.20**
(0.10)
0.02
(0.04)
0.02*
(0.01)
0.08***
(0.02)

-0.10***
(0.03)
-0.16***
(0.03)
-0.003**
(0.001)

0.40
(0.31)
817

0.081
(0.29)
817

1.06
(0.69)
817

1.14*
(0.69)
817

-0.003**
(0.001)
2.33***
(0.53)
817

Sample Period: June 2010 – December 2013. Standard errors are given in parenthesis and adjusted for heteroskedasticity. *** p<0.01, ** p<0.05, * p<0.1. Dynamic panel
model is estimated with one stage GMM (Arellano and Bond, 1991). Liquidity Ratioi,t-1 is instrumented by the change in net TL injection implied by the central bank


through foreign exchange operations. ÇÇÇÇ
పǡ௧ denotes the fitted value obtained from regressing liquidity variable on  ୲


VDOúVWLNUDU5DSRUX .DV×P

IV.4.4. Conclusion
In this study, using bank-based data, we explored the
interaction between reserve requirements and bank lending
behavior in the context of Turkey. In contrast to other studies
LQWKHOLWHUDWXUHZHGHÀQHDQGKLJKOLJKWWKHUROHRIWKHOLTXLGLW\
channel. Our results support the view that reserve requirements
can be used as an additional tool to affect bank lending
behavior via the liquidity channel.
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IV.5. Financial Conditions Index and
Loan Growth
Abstract
)ROORZLQJ WKH JOREDO ÀQDQFLDO FULVLV WKH H[WHQVLRQ
of monetary policies including liquidity and credit policies
increased the importance of composite indicators in assessing
WKH SROLF\ VWDQFH 7KH )LQDQFLDO FRQGLWLRQ LQGH[ )&,  ZKLFK
SURYLGHV VXPPDU\ LQIRUPDWLRQ RQ WKH WLJKWQHVV RI ÀQDQFLDO
FRQGLWLRQVPD\VHUYHVXFKDSXUSRVH.DUDg]ODQGhQDOP×ü
(2014) construct the FCI for the Turkish economy via the
ZHLJKWHGDJJUHJDWLRQRIÀQDQFLDOLQGLFDWRUVVXFKDVH[FKDQJH
rate, credit standards, slope of the yield curve and interest rate
ZKHUHWKHZHLJKWVUHÁHFWWKHSHUIRUPDQFHRIHDFKYDULDEOHLQ
H[SODLQLQJIXWXUHHFRQRPLFDFWLYLW\7KLVVSHFLDOWRSLFSURYLGHV
statictical evidence on the predictive power of the FCI for
loans. Analyses on predicitive power performance indicate that
WKHLQGH[LVDJRRGOHDGLQJLQGLFDWRUIRUORDQJURZWKDQGWKDW
WKHUHODWLRQEHWZHHQORDQJURZWKDQGWKHÀQDQFLDOFRQGLWLRQV
LQGH[LVYHU\VWDEOH

IV.5.1 Introduction
)ROORZLQJ WKH JOREDO ÀQDQFLDO FULVLV WKH FKDQJH RI
PRQHWDU\ SROLF\ LPSOHPHQWDWLRQV LQ WKH FRQWH[W RI LQÁDWLRQ
targeting regimes necessiated monitoring an extensive list of
ÀQDQFLDO LQGLFDWRUV LQ DGGLWLRQ WR WKH SROLF\ UDWH $ ÀQDQFLDO
conditions index is exploited in summarizing the information
regarding whether economic policies are restrictive or
accommodative in the new policy framework where liquidity,
credit and interest rate policies are used together. To this
HQG D ÀQDQFLDO FRQGLWLRQ LQGH[ IRU 7XUNH\ LV FRQVWUXFWHG E\
.DUD g]O DQG hQDOP×ü    7KH LQGH[ LV FDOFXODWHG
YLD WKH ZHLJKWHG DJJUHJDWLRQ RI ÀQDQFLDO LQGLFDWRUV VXFK DV
exchange rate, credit standards, slope of the yield curve and
LQWHUHVWUDWHZKHUHWKHZHLJKWVUHÁHFWWKHSHUIRUPDQFHRIHDFK
variable in explaining the future economic activity. This index is
UHJXODUO\XSGDWHGLQWKHRIÀFLDOUHSRUWVWKHFRQWHQWRIYDULDEOHV
is developed and monitored together with its movement with
different macro aggregates.
Financial Stability Report - November 2014
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Monetary policy is mostly transmitted to real economy via
WKHÀQDQFLDOV\VWHP,QWHUHVWUDWHVDQGWKHH[FKDQJHUDWHPD\
QRWUHÁHFWÀQDQFLDOFRQGLWLRQVSURSHUO\GXULQJSHULRGVRIZHDN
RUXQVWDEOHWUDQVPLVVLRQRIWKHSROLF\UDWHWRÀQDQFLDOFRQGLWLRQV
and/or during periods when more than one policy tool is used. In
such conditions, credit standards, asset prices and risk indicators
may also play important roles in the transmission mechanism. In
DGGLWLRQIROORZLQJWKHÀQDQFLDOFULVLVVWURQJFDSLWDOÁRZVDQG
WKH ULVLQJ YRODWLOLW\ RI FDSLWDO ÁRZV KLJKOLJKWWKH LPSRUWDQFH RI
LQFOXGLQJYDULDEOHVWKDWUHÁHFWWKHHIIHFWRIH[WHUQDOFRQGLWLRQV
on the domestic economy.

,Q WKLV FRQWH[W DOO PDLQ LQGLFDWRUV UHÁHFWLQJ ÀQDQFLDO
conditions (stock market, exchange rate, bond and bills markets,
risk premium, credit channel) are included. In general, variables
DUHFKRVHQMXGJPHQWDOO\EXWVRPHV\VWHPLFH[FOXVLRQVDUHDOVR
DGRSWHGE\.DUDg]ODQGhQDOP×ü  $PRQJWKHYDULDEOHV
with similar information content (those that have correlations
higher than 90 percent in the current sample), those covering
historically longer data sample are chosen. For example, EMBI
is chosen as a risk premium indicator instead of CDS since it has
historically longer data. Similarly, the aggregate stock index is
preferred instead of its subcomponents.

$ORQJ ZLWK ÀQDQFLDO GHHSHQLQJ LQ 7XUNH\ WKH FUHGLW
FKDQQHOKDVEHFRPHPRUHLPSRUWDQWIRUÀQDQFLDOFRQGLWLRQV
In addition, macro prudential policies implemented after 2010
WRDFKLHYHÀQDQFLDOVWDELOLW\KDYHLQFUHDVHGWKHLPSRUWDQFHRI
monitoring loan growth. Thus the main variables regarding loan
markets (loan rates and credit standards) are included in the
index. The benchmark rate is used as an indicator of the return
on bonds and bills since it has the highest transaction volume
along with an historically longer data sample.
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The monetary policy stance is represented not only by
the level of interest rates but also by the slope of the yield curve.
7KXVDYDULDEOHUHÁHFWLQJWKHVORSHRIWKH\LHOGFXUYHLVLQFOXGHG
in the index. Since the long term government bond markets
were not deep before 2010, a 10- year swap rate is used for
the long end of the yield curve. The slope of the yield curve is
calculated as the difference between the 10-year swap and
benchmark rates. Thus, the index covers the slope cited often in
7UNL\H&XPKXUL\HW0HUNH]%DQNDV×

the design of monetary policy.

Chart IV.5.1 shows that there is stable relation between

&KDUW,9
Financial Conditions Index and Annual Loan
Growth/GDP (Standardized)

the index and the loans . The ratio of change in loans to the

(Chart IV.5.2).

IV.5.2 The Predictive Power of
Financial Conditions Index for Loans
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Variables included
Real Effective Exchange

predictive power of the model. Second, the predictive power of

Return on BIST Market

the index is compared to the predictive power of the variables

EMBI Turkey

included in the index. Table IV.5.1. lists the variables included in
the index.
7DEOH,9

Capital Flows
Benchmark Rate
Loan Rate
Loan Standards
Slope of the Yield Curve


, % change
yoy, % change
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7DEOH,9

Variables included in Financial Conditions Index 
Real Effective Exchange Rate

Monthly

CBRT

yoy, % change

Daily

BIST

Real, yoy, % change

Return on BIST Market
Capital Flows

Monthly

CBRT

EMBI Turkey

Daily

Bloomberg

Annual change

Benchmark Rate

Daily

BIST

Exante real, annual change
Exante real, annual change

Loan Rate
Loan Standards

Cumulative sum, annual change

Weekly

CBRT

Quarterly

CBRT

Level

Daily

Bloomberg

Annual change

Slope of the Yield Curve

7UNL\H&XPKXUL\HW0HUNH]%DQNDV×

The Diebold-Mariano (1995) test is used to statistically
FRPSDUHWKHSUHGLFWLYHSRZHURIWKHÀQDQFLDOFRQGLWLRQVLQGH[
and the variables included. To avoid the biasarising from the
short sample size and the changing forecast horizon, Diebold0DULDQR WHVW VWDWLVWLFV DUH DGMXVWHG E\ WKH PHWKRG VXJJHVWHG
by Harvey et al. (1997).

Table IV.5.2 reports DM test statistics and the probabilities.
Forecast horizons with two and four quarters are reported in the

X .DV×P

table. The negative values indicate that the index itself has a
better predictive power compared to most variables (6 out of
8) included in the index. Among eight variables, the results for
ÀYHRIWKHPDUHVWDWLVWLFDOO\VLJQLÀFDQWDWWKHSHUFHQWOHYHO
The predictive power of the BIST return and loans standards is as
good as the predictive power of the index. However, at shortterm horizon, these variables do not perform better than the
index. As a result, neither of these variables can perform better
than the index at both forecast horizons.
7DEOH,9
Predictive Power of Financial Conditions Index in Explaining Loans
(Adjusted Diebold - Mariano Test Statistics and the Probabilities)
Indicator Used for Comparison

h=2

h=4

Real Effective Exchange Rate

-1.85*
(0.09)
0.95
(0.36)
-1.43
(0.18)
-1.13
(0.28)
-2.41**
(0.03)
-4.10***
(0.00)
0.72
(0.49)
-2.75**
(0.02)

-2.16**
(0.05)
1.81*
(0.10)
-1.97*
(0.07)
-1.61
(0.14)
-2.36**
(0.04)
-3.13***
(0.01)
2.40**
(0.04)
-2.79**
(0.02)

BIST Return
Capital Flows
EMBI Turkey
Benchmark Rate
Loan rate
Loan Standards
Slope of the Yield Curve
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IV.5. 3. Conclusion
$ ÀQDQFLDO FRQGLWLRQV LQGH[ SURYLGHV LQIRUPDWLRQ DERXW
ZKHWKHU ÀQDQFLDO FRQGLWLRQV DUH UHODWLYHO\ WLJKW RU ORRVH
compared to historical averages. The index calculated for
Turkey is valuable to policymakers, since it delivers leading
information regarding the future course of loan growth and its
components shed light on recent developments in the Turkish
economy. There is a stable historical relationship between
the net credit usage and the index. Besides, statistical results
LPSO\WKDWWKHÀQDQFLDOFRQGLWLRQVLQGH[IRU7XUNH\KDVDJRRG
predictive power for loans.
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IV.6 An Overview of the Shadow
Banking Concept
Abstract
6KDGRZ EDQNLQJ LV GHÀQHG DV QRQEDQN FUHGLW
LQWHUPHGLDWLRQ 6KDGRZ EDQNLQJ HQWLWLHV HQKDQFH ÀQDQFLDO
GHHSHQLQJ

WKURXJK

DOWHUQDWLYH

ÀQDQFLQJ

PHFKDQLVPV

However, shadow banking data and developments should be
PRQLWRUHGVRDVWRQRWFUHDWHQHZULVNVLQWKHÀQDQFLDOV\VWHP
The Financial Stability Board (FSB) monitors the shadow banking
system to mitigate risks related to shadow banking activities.
The size of the shadow banking system reached 75 trillion USD,
UHSUHVHQWLQJ  SHUFHQW RI WRWDO ÀQDQFLDO DVVHWV $OWKRXJK
advanced economies continue to have the largest share in
shadow banking activities, the share of emerging markets shows
rapid increases. In Turkey, the share of shadow banking in the
global system is rather limited. Investment funds and real estate
investment trusts have the largest share in the Turkish shadow
banking system.

IV.6.1 What is Shadow Banking?
The concept of shadow banking has attracted attention
ZLWK LWV UROH LQ WKH JOREDO ÀQDQFLDO FULVLV DQG KDG EURDG
FRYHUDJHLQERWKWKHÀQDQFLDOUHIRUPDJHQGDDQGDFDGHPLF
OLWHUDWXUH7KHUHDUHVWXGLHVWKDWGHÀQHVKDGRZEDQNLQJEDVHG
on entities, activities, and on both entities and activities. The
FRQFHSWRIVKDGRZEDQNLQJZDVÀUVWXVHGLQE\HFRQRPLVW
Paul McCulley at a symposium held in Jackson Hole. McCulley
UHIHUUHGWRQRQEDQNÀQDQFLDOLQVWLWXWLRQVHQJDJHGLQOHYHUDJHG
WUDQVDFWLRQV ,Q RWKHU VWXGLHV VKDGRZ EDQNLQJ LV GHÀQHG DV
QRQEDQNÀQDQFLDOLQVWLWXWLRQVLQYROYHGLQPDWXULW\DQGOLTXLGLW\
transformation (Ricks 2010; Pozsar et al., 2012; Acharya et al.,
 (QWLW\EDVHGGHÀQLWLRQVLQFOXGHH[DPSOHVOLNHDOOÀQDQFLDO
activities except traditional banking (Claessens & Ratnovski,
2014), securitization and secured-funding transactions (Deloitte,
2012) and funding transactions through money markets
(Mehrling et al., 2013)
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On the other hand, the FSB has described shadow
banking as credit intermediation involving entities and activities
outside the regular banking system (FSB, 2013). A number of
activities such as securitization, repo and money market funds
DQGQRQEDQNÀQDQFLDOLQVWLWXWLRQVVXFKDVÀQDQFHFRPSDQLHV
and hedge funds are also within the scope of shadow banking.
Shadow banking institutions perform maturity and liquidity
transformation by investing in long-term illiquid assets with
short-term funds. At the same time, these institutions engage in
leveraged transactions and risk transfer similar to the banking
sector. As a result, shadow banking institutions that perform
EDQNOLNHIXQFWLRQVDUHQRWVXEMHFWWRWKHFDSLWDOOHYHUDJHDQG
liquidity regulations as banks. In this regard, that the banking
and shadow banking system face different regulations raises

&KDUW,9
Global Shadow Banking Size

regulatory arbitrage.

Shadow Banking Assets (Trillion USD)
Shadow Banking Assets (Percent GDP, right axis)

IV.6.2 Global Size and the Development of
Shadow Banking
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credit intermediation activities with the exception of banks,
Source: FSB

LQVXUDQFH FRPSDQLHV SHQVLRQ IXQGV DQG SXEOLF ÀQDQFLDO
LQVWLWXWLRQV $FFRUGLQJ WR WKLV GHÀQLWLRQ WKH DVVHW VL]H RI WKH
global shadow banking system reached 75 trillion USD in 2013.

&KDUW,9
Share of Global Shadow Banking across Jurisdictions
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Source: FSB

When we look at the emerging markets, a remarkable increase
in the share of emerging markets, particularly China, attracts
attention (Chart IV.6.2).
)LQDQVDOúVWLNUDU5DSRUX .DV×P
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The average growth rate for the period 2007-2013 in
advanced economies is 3 percent, while it is 16 percent in
emerging markets. Argentina and China are the countries that
showed the fastest growth of shadow banking assets in 2013.
$OWKRXJK WKHUH LV QRW D VLJQLÀFDQW FKDQJH IRU WKH 86 WKH
growth rate in the Euro Area slowed down, while the growth
rate was positive in the United Kingdom after the contraction in
2012 (Chart IV.6.3).
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circumvent tighter bank regulations (GFSR, 2014).
7DEOH,9

Shadow Banking in Turkey (Million TL)
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IV.6.3 Drivers of the Rapid Growth of Shadow
Banking
6LQFH WKH JOREDO ÀQDQFLDO FULVLV DGYDQFHG HFRQRPLHV
have pursued an accommodative monetary policy and policy
rates have remained at quite low levels. With the impact of the
low interest rate environment, investors look for high yields and
the search for yield encourages investors into shadow banking
activities. Moreover, tighter bank regulation contributes to the
growth of shadow banking. Financial institutions

engage in

non-bank intermediation to circumvent tighter bank regulations
(GFSR, 2014).

,Q DGGLWLRQ WKH HPHUJHQFH RI LQQRYDWLYH ÀQDQFLDO
instruments has a positive effect on the growth of shadow
EDQNLQJHQWLWLHV6KDGRZEDQNLQJSURYLGHVDOWHUQDWLYHÀQDQFLQJ
mechanisms to the banking sector. Therefore, shadow banking
evolves because it complements traditional banking.

The

growth of insurance companies and pension funds has a role
in shadow banking developments through demand effects
(GFSR, 2014 & Duca, 2014). These factors are valid for both
advanced and emerging economies. For example, money
market funds occurred in the U.S. as an alternative to deposits,
as a result of negative real interest rates on deposits due to the
interest rate restrictions in the 1970s. Today, the limitations in
the deposit insurance contributes to the demand for money
market funds as large deposit holders consider them as liquid
instruments which provide deposit like investment opportunities.
In China, restrictions on deposit interest rates and loans have led
to a decline in bank lending while shadow banking continues
to grow.

,9%HQHÀWVRI6KDGRZ%DQNLQJ$FWLYLWLHV
6KDGRZ EDQNLQJ HQKDQFHV WKH ÀQDQFLDO GHHSHQLQJ
through credit intermediation with non-bank channels and
IXQGLQJ RI WKH UHDO HFRQRP\ 6LQFH EDQNV DUH VXEMHFW WR
capital, liquidity and leverage regulations, credit intermediation
activities may be restricted. Shadow banking entities, on the
other hand, increase access to credit by diversifying funding

104

Financial Stability Report - November 2014

7UNL\H&XPKXUL\HW0HUNH]%DQNDV×

FKDQQHOV DQG PDNH WKH ÀQDQFLDO V\VWHP PRUH HIÀFLHQW ,Q
DGGLWLRQWKHÀQDQFLDOV\VWHPPD\EHFRPHPRUHUHVLOLHQWDQG
LQQRYDWLYHZLWKWKHDOWHUQDWLYHÀQDQFLQJPHFKDQLVPVRIIHUHGE\
WKHVKDGRZEDQNLQJV\VWHP'LYHUVLÀFDWLRQRIULVNVRXWVLGHWKH
WUDGLWLRQDOEDQNLQJV\VWHPFDQEHEHQHÀFLDOIURPWKHÀQDQFLDO
stability perspective. Moreover, mechanisms for risk transfer and
GLYHUVLÀFDWLRQPD\LQFUHDVHLQYHVWRUDSSHWLWH6KDGRZEDQNLQJ
may support market liquidity by enabling better risk sharing and
maturity transformation activities. For instance, illiquid securities
can be transformed into more liquid securities and risk transfer
can be achieved through securitization.

IV.6.5 Risks of Shadow Banking Activities
Shadow banking entities may create bank-like risks as
they carry out credit intermediation activities. These entities
are exposed to maturity mismatch and liquidity risk and are
leveraged. Therefore, they are vulnerable to runs during stress
SHULRGV+RZHYHUWKHULVNVFDQEHDPSOLÀHGIRUVKDGRZEDQNLQJ
LQWHUPHGLDULHVVLQFHWKHVHHQWLWLHVDUHQRWVXEMHFWWRSUXGHQWLDO
regulations as banks are.

Shadow banking activities may increase the proF\FOLFDOLW\LQÀQDQFLDOPDUNHWV3DUWLFXODUO\GXULQJWKHWLPHVZLWK
KLJKDVVHWSULFHVDQGORZKDLUFXWVDSSOLHGWRVHFXULWLHVÀQDQFLQJ
transactions, shadow banking entities increase their leverage
through non-deposit secured funding sources. In good times,
asset prices increase, haircuts applied to securities given as
collateral decline and credit growth rises due to the leveraged
transactions. In stress times, on the other hand, haircuts increase,
GHHSHQLQJ WKH ÀQDQFLDO VWUHVV IXUWKHU 0RUHRYHU FRPSOH[
shadow banking activities reveal issues related to information
DV\PPHWU\ ,QGHHG SULRU WR WKH ÀQDQFLDO FULVLV LQYHVWRUV ZKR
had invested in mortgage backed securities could not perceive
risks in a correct manner due to lack of information.

The interconnectedness between the banking system
DQG RWKHU ÀQDQFLDO LQVWLWXWLRQV PD\ OHDG WR V\VWHPLF ULVN 7KH
interconnectedness may take the form of either a direct
channel such as being a subsidiary of banks, funding OFIs or
Financial Stability Report - November 2014
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being funded by OFI or an indirect channel such as investing
in same assets or being exposed to same counterparty risk. This
LQFUHDVHVWKHFRQWDJLRQULVNV)OLJKWWRTXDOLW\DQGÀUHVDOHVPD\
GHWHULRUDWHWKHÀQDQFLDOVWUHVV

7KHVHULVNVKDYHHPHUJHGZLWKWKHJOREDOÀQDQFLDOFULVLV
The repo market experienced a severe stress and the volume
RI UHSR WUDQVDFWLRQV GHFOLQHG VKDUSO\ ,QYHVWRUV KDG GLIÀFXOW\
in raising funds even with quality collateral. The maturity of
transactions decreased, haircuts increased and asset classes
accepted as collateral declined. Highly leveraged asset
backed securities, underlying assets of which are low quality,
experienced large losses with the decline in the value of
underlying assets. In advanced economies, there were runs
IURPWKHPRQH\PDUNHWIXQGVFRQVLVWLQJRILOOLTXLGDVVHWVDQGÀUH
VDOHVRIDVVHWVWRRYHUFRPHWKHOLTXLGLW\SUREOHP7KLVLQWHQVLÀHG
ÀQDQFLDOVWUHVVWKURXJKIXUWKHUUHGXFLQJDVVHWSULFHVDQGVSUHDG
stress to traditional banks.

IV.6.6 Shadow Banking Reforms
Oversight and regulation of shadow banking has been
DQLPSRUWDQWLWHPRIWKHJOREDOÀQDQFLDOUHIRUPDJHQGDVLQFH
WKH JOREDO ÀQDQFLDO FULVLV SULPDULO\ WR GHFUHDVH ULVNV UHVXOWLQJ
IURP WKHVH DFWLYLWLHV ZLWKRXW SUHYHQWLQJ QRQEDQN ÀQDQFLDO
intermediation activities. Hence, monitoring these activities,
specifying risks and developing policy measures have been
important duties of the FSB. The work conducted by the FSB
KDVWZRSDUWV,QWKHÀUVWSDUWWKHVL]HRIWKHVKDGRZEDQNLQJ
activities, the relation between the banking sector and the
risks emerging are presented with monitoring reports which are
published every year. Thus, developments in 90 percent of the
ÀQDQFLDOVHFWRUDVVHWVKDYHEHHQREVHUYHGZLWKWKHVHUHSRUWV
The fourth annual shadow banking monitoring report was
published in November 2014. In the second part, regulations for
the shadow banking institutions have been made. Regulation
ZRUNKDVEHHQFRQGXFWHGLQWKHIROORZLQJÀYHKHDGLQJV
7KHUHODWLRQEHWZHHQWKHUHJXODUEDQNLQJV\VWHPDQG
the shadow banking system and mitigating the contagion risk,
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5HGXFLQJWKHULVNVWKDWVWHPIURPWKHUXQVIURPPRQH\
market funds (MMFs),
$VVHVVLQJDQGPLWLJDWLQJULVNVSRVHGE\RWKHUVKDGRZ
banking entities and activities,
  +DYLQJ WUDQVSDUHQW DQG VWDQGDUGL]HG VHFXULWL]DWLRQ
activities,
  0LWLJDWLQJ ULVNV DVVRFLDWHG ZLWK UHSR DQG VHFXULWLHV
ÀQDQFLQJWUDQVDFWLRQV

IV.6.6.1 The relation between regular banking system
and the shadow banking system and mitigating the
contagion risk
Shadow banking institutions mostly provide funds from the
banking sector. Banks can provide funds to shadow banking
institutions with reverse repo transactions, direct their resources
to investment funds and grant direct credit limits to special
purpose vehicles by intermediating as a sponsor in issuances
of asset backed securities. Thus, the risks associated with the
shadow banking institutions can contaminate the banking
sector and the risks associated with the banking sector can
prevent funding to the shadow banking institutions. To decrease
these risks, work has been conducted in the framework of large
H[SRVXUHVEDQNV·LQYHVWPHQWVLQHTXLW\RIIXQGVDQGWKHVFRSH
of consolidation of banking-shadow banking.

Large exposures regulation aims to limit the credit
extended by banks to a single counterparty and thus protects
the banks from huge losses that may result from sudden default of
the counterparty. The Basel Committee on Banking Supervision
%&%6  WLJKWHQHG WKH ODUJH H[SRVXUHV GHÀQLWLRQ LQ $SULO 
ZKLFKZDVSUHYLRXVO\GHÀQHGDVWKHH[SRVXUHVZKLFKDUHJUHDWHU
than 10 percent of total equity. In this context, large exposures
DUHGHÀQHGDVH[SRVXUHVZKLFKDUHJUHDWHUWKDQSHUFHQWRI
Tier 1 capital. The exposures of a bank to a single counterparty
is limited to the 25 percent of Tier 1 capital and the limit for the
exposures between banks that have been designated as global
systemically important banks (G-SIBs) is set at 15 percent of Tier 1
capital. The new framework will take effect on 1 January 20192.

2 http://www.bis.org/publ/bcbs283.pdf
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7KH FDSLWDO VWDQGDUG IRU WKH EDQN·V HTXLW\ LQYHVWPHQWV
in funds which are held in the banking book were published
in December 20133. This standard is intended to impose higher
capital requirements for banks which invest in funds with high
leverage ratio and funds which invest in non-transparent
instruments. The new standard will take effect on 1 January
2017.

IV.6.6.2 Reducing the risks that stem from the runs from
money market funds (MMFs)
Money market funds invest in short-term borrowing
instruments and currently have a constant net asset value
system. While the value of the instruments that the fund invests
in is decreasing in the adverse market conditions, the value of
the fund remains constant. This situation leads to the perception
that the investors who invest in these funds and sell their fund
shares late in the adverse market conditions could not recover
their money. This perception triggers runs from MMFs.

The International Organization of Securities Commission
(IOSCO) issued 15 policy recommendations in October 2012
to prevent the runs from money market funds in the adverse
PDUNHW FRQGLWLRQV DQG OLPLW WKH QHJDWLYH HIIHFWV WR ÀQDQFLDO
stability47KHVHUHFRPPHQGDWLRQVSURSRVHDÁRDWLQJQHWDVVHW
value system instead of a constant net asset value system and
to have liquid instruments in money market funds. A peer review
process began in 2014 to monitor the implementation of policy
UHFRPPHQGDWLRQVLQWKHMXULVGLFWLRQV%DVHGRQWKHSHHUUHYLHZ
ÀQGLQJVWKH,26&2SODQVWRGHWHUPLQHWKHQHHGIRUFKDQJHV
in the recommendations which result from other regulations or
market developments.

IV.6.6.3 Assessing and mitigating risks posed by other
shadow banking entities and activities
Shadow banking institutions have been operating under
GLIIHUHQW QDPHV LQ GLIIHUHQW MXULVGLFWLRQV DQG WKHVH LQVWLWXWLRQV
DUHVXEMHFWWRGLIIHUHQWUHJXODWLRQV,QRUGHUWRHOLPLQDWHWKHVH
differences, shadow banking institutions other than money

3 http://www.bis.org/publ/bcbs266.pdf
4 http://www.iosco.org/library/pubdocs/pdf/IOSCOPD392.pdf
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market funds are listed based on their size and risk assessments
of the relevant authorities by the FSB.
)LYH HFRQRPLF DFWLYLWLHV DUH VSHFLÀHG E\ FRQVLGHULQJ
maturity transformation, leverage and liquidity risks of these
institutions. Policy proposals for these activities were published
in August 20135. Collective investment vehicles, intermediation
of market activities that are dependent on short term funding,
loan provisions that are dependent on short term funding,
facilitation of credit creation and securitization based credit
LQWHUPHGLDWLRQ DUH WKH VSHFLÀHG HFRQRPLF DFWLYLWLHV 7DEOH
IV.6.2).

7DEOH,9
Economic Activities and Policy Measures
Policy measures
Redemption gates and suspension of redemptions
Imposition of redemption fees
Limits on investments in illiquid assets
Collective investment vehicles

Limits on asset concentration
Limits on leverage
Restrictions on maturity of portfolio assets
Capital requirements and liquidity buffers
Limits on leverage

Loan provision that is dependent on short-term funding
Limits on large exposures
Restrictions on types of liabilities
Capital and liquidity requirements
Intermediation of market activities

Restrictions on use of client assets
Capital and liquidity requirements

Facilitation of credit creation

Restrictions on scale and scope of business
Enhanced risk management practices to capture tail events

Restrictions on maturity/liquidity transformation
Securitization-based credit intermediation

Restrictions on eligible collateral
Restrictions on exposures to, or funding from financial entities

Source: FSB

KWWSZZZÀQDQFLDOVWDELOLW\ERDUGRUJZSFRQWHQWXSORDGVUBFSGI

5DSRUX .DV×P
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The information sharing process began in May 2014
WR HQDEOH UHJXODWRU\ FRQVLVWHQF\ DFURVV MXULVGLFWLRQV ,Q WKLV
SURFHVV MXULVGLFWLRQV UHSRUW ZKLFK VKDGRZ EDQNLQJ LQVWLWXWLRQV
they are classifying under which economic activity and which
policy measures are applied for these institutions. In the coming
period, the development of additional policy measures will be
assessed by the FSB with the expanded scope of the information
sharing process.

IV.6.6.4

Having

transparent

and

standardized

securitization activities
A policy set to mitigate risks arising from securitization
was published by the IOSCO in November 20126. These policies
aim to increase transparency in securitization transactions
via informing investors and to facilitate secondary market
transactions

of

these

securities

via

standardization

of

VHFXULWL]DWLRQ SURFHVV 0RUHRYHU WR UHGXFH WKH FRQÁLFWV RI
interest between organizations involved in the securitization
process, a requirement for originators to keep a portion of these
assets has been imposed.

IV.6.6.5 Mitigating risks associated with repo and
VHFXULWLHVÀQDQFLQJWUDQVDFWLRQV
Financial institutions may carry out leveraged transactions
with the short-term funds that they obtain from securities
ÀQDQFLQJ WUDQVDFWLRQV 5HK\SRWKHFDWLRQ RI FROODWHUDOV
increases interconnectedness between institutions. Moreover,
changes in asset values deepen the cyclicality of the economy
by changing the amount of funds that can be provided.
7KHUHIRUH VHFXULWLHV OHQGLQJ WUDQVDFWLRQV SRVH VRPH ÀQDQFLDO
stability risks for the economy. Policy recommendations for the
ULVNVSRVHGE\UHSRDQGVHFXULWLHVÀQDQFLQJWUDQVDFWLRQVZHUH
published by the FSB in August 20137. These recommendations
are discussed under the headings of establishing regulatory
standards for securities lending transactions, standards for the
market in which these transactions are traded and the reporting
of these transactions to increase transparency in the market.
Regulatory standards propose minimum haircuts to limit the
amount of funds that can be provided against collateral and

110

6

http://www.iosco.org/library/pubdocs/pdf/IOSCOPD394.pdf



KWWSZZZÀQDQFLDOVWDELOLW\ERDUGRUJZSFRQWHQWXSORDGVUBESGI

Financial Stability Report - November 2014

7UNL\H&XPKXUL\HW0HUNH]%DQNDV×

standards for re-use of cash collateral and re-hypothecation.
0LQLPXP KDLUFXWV IRU VHFXULWLHV ÀQDQFLQJ WUDQVDFWLRQV ZHUH
determined in October 2014 (Table IV.6.3)8. Minimum haircuts
used in the market and volatility of asset prices are taken into
DFFRXQWLQGHWHUPLQLQJWKHVHÁRRUV,WLVDJUHHGWKDWVHFXULWLHV
ÀQDQFLQJWUDQVDFWLRQVH[FHSWJRYHUQPHQWVHFXULWLHVEHWZHHQ
EDQNLQJ DQG VKDGRZ EDQNLQJ VHFWRU VKRXOG EH VXEMHFW WR

WKHVH KDLUFXW ÁRRUV 7R SUHYHQW UHJXODWRU\ DUELWUDJH WKH
\H&XPKXUL\HW0HUNH]%DQNDV×
ZRUN RQ UHJXODWLQJ VHFXULWLHV ÀQDQFLQJ WUDQVDFWLRQV EHWZHHQ
shadow banking institutions is ongoing.

In addition, studies

are being conducted to harmonize the approaches for re-use
and re-hypothecation of the collaterals. To reach this goal,
existing legislation will be reviewed in 2015. To monitor the risks
closely and take measures against these risks, a study is being
FRQGXFWHG RQ UHSRUWLQJ VHFXULWLHV ÀQDQFLQJ WUDQVDFWLRQV DQG
establishing standards for the aggregation of data. This study is
planned to be completed by the end of 2015.
This study is planned to be completed by the end of 2015.
7DEOH,9
Numerical haircut floors for securities-against-cash transactions
Haircut level
Residual maturity of collateral
Corporate and other issuers

Securitized products

Less than 1 year debt securities and
Floating Rate Notes

%0,5

%1

1 year to 5 years debt securities

%1,5

%4

5 years to 10 years debt securities

%3

%6

More than 10 years debt securities

%4

%7

Main index equities

%6

Other assets

%10

Source: FSB

IV.6.7 Conclusion

IV.6.7 Conclusion

6KDGRZ EDQNLQJ DFWLYLWLHV DUH LPSRUWDQW IRU ÀQDQFLDO
deepening of the markets. Shadow banking institutions enable
LQFUHDVHG DFFHVV WR FUHGLW YLD DOWHUQDWLYH ÀQDQFLQJ FKDQQHOV
DQGPDNHÀQDQFLDOV\VWHPVPRUHHIIHFWLYH+RZHYHUWKHGDWD
and development of shadow banking activities should be
PRQLWRUHGVRDVQRWWRFUHDWHQHZULVNVLQWKHÀQDQFLDOV\VWHP,Q
this context, eliminating the lack of data is important to identify
risks and take measures at the right time.
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