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Introduction 

111 studied about the development of before and after the establishment 
of marketing moments, the functions and the history of the I.S.E .. Today's 
situation of this establishment. The developments of the foreigner stock 
exchange. And finally, I researched small and medium sized companies finance 
investments. 
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THE TURKISH ECONOMY 

RECENT DEVELOPMENTS IN 

In 1983 Turkey set in place a new body of policy aimed at 

creating an export-led, growth oriented, liberal economy. 

Liberalization of capital movements and rapid export growth 

resulted in a current account surplus in 1988. Limited domestic 

supply, however, soon led to demand-pull inflation, causing 

the first half of 1990 was f~t to a halt by the Gulf Crisis, 

mainly as a result of the sharp drop in exports to the Gulf 
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urkish Lira led to rising imports and a trade deficit of$ 14.6 

n. Concurrently, the government increasingly turned to for­ 

eign borrowing and monetization of debt in order to finance growing 

interest payments and cash transfers to loss-making State Economic 

Enterprises. 

ing facilities came to a lt with the downgrading 

f Turkey's credit rating by international agencies in January 

1994. A sharp increase in demand for foreign currency by banks 

seeking to close their short positions and by domestic investors 



RECENT DEVELOPMENTS IN 

THE TURKISH ECONOMY 

In 1983 Turkey set in place a new body of policy aimed at 

creating an export-led, growth oriented, liberal economy. 

Liberalization of capital mevements and rapid export growth 

resulted in a current account surplus in 1988. Limited domestic 

supply, however, soon led to demand-pull inflation, causing 

the government to focus its efforts more towards controlling 

inflation than towards boosting exports. Strong grewth during 

the first half of 1990 was brought to a halt by the Gulf Crisis, 

mainly as a result of the sharp drop in experts te the Gulf 

countries. 

Between 1992 and 1993 Turkey's current account deterieratea signi­ 

ficantly, as real wages increased and the real appreciatiGn of the 

Turkish Lira led to rising imports and a trade deficit of$ 14.6 

billion. Concurrently, the government increasingly turned to for­ 

eign borrowing and monetization of debt in order to finance growing 

interest payments and cash transfers te loss-making State Economic 

Enterprises. 

Foreign borrowing facilities came t-o a: halt with t-1"le downgrading 

of Turkey's credit rating by international agencies in January 
\ 

1994. A sharp increase in demand for foreign currency by banks 

seeking to close their short positi--ons and by domestic investors 
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with foreign currency obligations led to a 14f. weekly devaluation 

of the Turkish Lira. Similarly, average overnight borrowing rates 

jumped to 200 f.. 

During the first quarter of 1994, the Turkish LiHa depreciated by 

almost 130 f. in nominal terms and Central Bank foreign exchange 

reserves dropped from$ 6.2 billion to$ 3.3 billion. The monthly 

rate of inflation surged to 10.1 f. in February 1994 from 5.3 f. 

a month earlier. 

Soon after the March 27 municipal elections, the g®vernment intro­ 

duced a "Stabilization and Structural Adjustment Program" to 

curtail the developing economic crisis and correct macroec0nomic 

imbalances. This pregram established the main economic and social 

policies for 1994 and 1995. 

As a result of the stabilization program, the share of the budget 

deficit in GNP was reduced from 6.9 f. to 3.7f. in 1994, bringing 

down the PSBR ratio by almost 4.5 percentage p0ints to 7.7 f.. 

At the same time, the current account moved from a deficit of 

$ 6.4 billion into a$ 2.6 billion surplus. After a sharp fall 

in economic activity during the second and third quarters of the 

year, rapid export growth began pay off in increased economic 

activity. Inflation and interest rates, however, r~mained high 

throughout the year and GNP dropped by 6 f.. 

Key economic indicators continued to move in a positive direction 

during the first quarter of 1995, GNP growth during the first 
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quarter was down only 0.2 (. up from the minus 6.8 /. register~d 

in the last quarter of 1994. The trade deficit for the first two 

months of 1995 was$ 1.1 billien as compared$ 1.2 billion in 

the same period of 1994. Likewise, the current account registera 

a$ 0.6 billi~n surplus as compared to a$ 0.7 billion deficit in 

1994. 
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Table 1 BALANCE OF PAYMENTS (Million$) 

1989 1990 1991 1992 1993 1994 1994 1995 

Jan-Feb Jan-Feb 

Trade Balance -4,219 -9,555 -7,340 -8,190 -14,610 -4,216 -1,238 -1060 

Other Goods & Services 1,622 2,437 2,499 3,189 4,409 3,755 191 565 

Transfer Payments 3,558 4,493 5,099 4,059 3,768 3,092 376 1077 .,. 
CURRENf ACCOUNf 961 -2,625 258 -942 -6,433 2,631 -671 582 

CAPITAL ACCOUNf 780 4,037 -2,397 3,648 8,963 -4,194 -236 2014 

NET ERR AND OMISSIONS 971 -468 940 -1,222 -2,222 1,769 -887 816 

COUNI'ERPART ITEMS 50 364 170 0 0 0 0 0 

OVERAll BALANCE 2,762 1,308 -1,029 1,484 308 206 -1,794 3,412 

IMF -252 -53 0 0 0 340 0 0 

Official Reserves -2,510 -1,255 1,029 -1,484 -308 -546 1,794 -3412 

CHANGE IN RESERVES -2,762 -1,308 1,029 -1,484 -308 -206 1,794 -3,412 

\. 

Table 2 PUBLIC SECTOR BORROWING REQUIREMENT 

1990 1991 1992 1993 1994 1995 

Projected 

(Billion TL.) 

PSBR 30,241 65,616 166,493 233,971 300,310 304,273 

GNP 397,178 634,431 1,103,843 1,929,250 3,921,316 6,085,460 

PSBR/GNP 7.61% 10.34% 15.08% 12.13% 7.66% 5% 



1: 6. 
I Table 3 PUBLIC SECTOR DEBT 

1990 1991 1992 1993 1994 1995 

(Billion TL.) 
QI(•) 

OlITSTANDING DOMESTIC DEBT 57,257 93,666 181,953 356,556 790,209 923,909 

Outstanding Public Sector Securities 24,270 42,936 116,207 254,201 543,615 

Exchange Rates Differences 26,394 32,417 34,745 31,933 124,316 

Other 3,723 4,723 0 0 0 

Cash Advance 2,870 13,590 31,001 70,422 122,278 

OlITSTANDING EXTERNAL DEBT 143,525 256,232 475,645 973,833 2,520,259 2,479,559 

TOTAL DEBT 200,782 349,898 657,598 1,330,389 3,310,468 3,403,468 

GNP 397,178 634,431 1,103,843 1,929,250 3,921,316 

TOTAL DEBT/GNP 50.55% 55.15% 59.57% 68.96% 84.42% 

EXTERNAL DEBT/GNP 36.14% 40.39% 43.09% 50.48% 64.270A, 

DOMESTIC DEBT/GNP 14.42% 14.76% 16.48% 18.48% 20.15% 

BUDGET DEFICIT 11,954 33,516 47,434 133,857 145,935 53,940 

BUDGET DEFICIT/GNP 3.01% 5.28% 4.30% 6.94% 3.72% 

(') Outstanding figures for 1995 Ql have been calculated by adding Ql realizations, which are issued by State Planning 

Organization(DPT), to 1994 outstanding figures 

Table 4 

(Million$) CENTRAL BANK RESERVES 
31-Dec-93 
31-Mar-94 
31-Dec-94 
31-Jan-95 
28-Feb-95 
31-Mar-95 
30-Apr-95 
30-Jun-95 
7-Jul-95 
21-Jul-95 

6,213 
3,294 
7,112 
9,299 
10,840 
11,292 
12,314 
13,350 
13,506 
14,956 
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THE MARKET STRUCTURE 

The Turkish Bond market is dominated by domestic government 

issues, which currently comprise 96.6(. of the market. This 

sector has grown rapidly since the 1980s, largely as a result 

of the growing budget deficit and the government's domestic 

financing policies. Over the years, the government has progres­ 

sively abserbed large shares of available funds in financial 

markets; in 1994, domestic debt stock amounted to 20.2 f. of 

GNP. 

Private sector issues, on the other hand, stood at only around 

$ 1.2 billion for the same year. 

To counter this tendency, the Capital Market Board has been intro­ 

ducing new financial instruments aimed at increasing the range of 

instruments available to investors. It has alse broadened the 

scope of existing instruments. The introduction of eommercial paper 

in 1987 enriched the market: these issues reached l 1.2 trillion 

in 1993. Their decline to l 157 billion in 1994 was largely due to 

the prevalence of high interest rates throughout most of the year. 

Interest in asset-backed securities has been strong since their 

introduction in 1992, with these securities accounting fer 94f. of 

total private sector issues in 1994. 

Maturities of government securities range from one month to five 

years. High interest rate volatility, however, has restrained the 

issue of long term bonds. The main securities issued in 1994 were 
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three, six and nine month Treasury bills and one year Government 

b©nds (figure 2). Three month bills comprised 61 1- of total issues 

compared to 71- for one year and lcnger term bonds. 

Maturities of private sector debt vary according to the type of 

instrument. Commercial papers and bank bills have maturities in 

the range of 30 to 720 days, while corporate bonds are required to 

have at least two years. Low demand for long-term investment 

instruments due to economic uncertainty means that most corpora­ 

tions are only able to issue securities with two year maturities. 
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TYPES OF SECURITIES 

I- Public Sector Securities 

A) Government B@nds 

Government Bonds are borrowing instruments with a minimum maturity 

of 12 months. Zero coupon government bonds are sold on discount 

in regular auctions held by the Central Bank of Turkey. Variable 

rate government bonds, which are interest bearing obligations, are 

currently available at 12 and 24 month maturities. Interest is 

paid annually, semi-annually or quarterly. These bonds are sold 

by the "tapping" method and their returns are either linked to 

the whole sale price index (WPI + a margin) er to the realized 

average auction rates. 

The latest instrument in this market is the 3 year foreign 

exchange-indexed bond, which is also sold by "tapping". 

Variable rate government bonds are mainly demanded by banks to 

meet the Reserve Requirement and exchange rate risk ratios imposed 

by the Central Bank. 

B) Treasury Bills 

Treasury bills are zero coupon borrowing instruments with a matu­ 

rity of up to one year. Treasury bills are sold either through 

regular Central Bank auctions or through public offerings.Presistent 

inflation over the years have led investors to prefer these shorter 

term instruments, forcing the Treasury to increase its issue from 
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$ 3.9 billion t@ $ 12.7 billion between 1987 and 1994. 

C) Revenue Sharing Certificates 

Issued by the Privatization Administration, these certificates 

offer institutional and private investors a share of the revenues 

of state owned enterprises and infrastructure investments. The 

certificates resemble variable rate bonds in that they provide 

semi-annual in~erest payments. Revenue sharing certificates guaran­ 

tee a minimum return, generally over LIBOR or the Turkish whole­ 

sale price index, and they are often denominated in a foreign 

currency (mainly USD and DM). 

II- Private Sector Securities 

A) Corporate Bonds 

Corporate bonds are interest-bearing debt securities with a matu­ 

rity of at least two years. They may have fixed or variable rate 

coupons and annual, semi-annual or quarterly int@rest payments. 

Convertible bond issues also exist. Corporate bonds may be issued 

with or without a public offering, but always require prior regis­ 

tration with the Capital Market Board. 

B) Commercial Papers 

Commercial papers are generally used for short-term financing and 

are sold on discount. As with corporate bonds, issues may or may 
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net be done through a public offering but registration at the 

Capital Market Board is always a requirement. Commercial papers 

can be guaranteed by either a bank or the issuing company. 

C) Asset Backed Securities 

Based on accrued receivables, these securities were first introduced 

by the Capital Market Board in 1992. Eligible receivables include 

consumer credits and mortgages; receivables from leasing contracts 

and exports; notes from industrial and service corporations and 

state economic enterprises; and credit extended by the state~owned 

Agricultural Bank (T.C.Ziraat Bankasi) to individuals through the 

Agricultural Credit Cooperatives. Banks, financ~al leasing institu­ 

tions and investment corporations can issue asset backed securities, 

following prior registration with the Capital Market Board. 

Asset backed securities have been heavily used by banks, due te 

the flexibility of their maturity structure. Less than tw® years 

after their introduction, the volume 0f issue reached$ 3.6 billion 

accounting for 12Y. of outstanding private securities at end-1993. 

D) Bank Bills and Bank Guaranteed Bills 

These bills are issued by devekioment and investment banks. Bank 

guaranteed bills are debt ce~tificates of a corporation that have 

been guaranteed and issued by a bank. They are sold en discount. 

Since these bills can only be issued by development and investment 

banks, the volume of issue has not exceeded its 1993 peak of$ 165 

millien. 
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Public Sector 

The main issuer of debt securities in Turkey is the Treasury 

(figure 3). The Privatization Administration has the authority to 

issue revenue sharing certificates, special debt instruments used 

to finance infrastructure investments~ 

In 1994, the outstanding volume of public sector securities was 

$ 16.7 billion, or 96.6f. of the total stock of debt securities. 

Private Sect©r 

The most important institutions issuing securities in the private 

sector are corporations and banks. Between 1987 and 1993, the total 

velume of private sector debt issues increased from$ 442 million 

to$ 3.9 billion. In 1994, the volume decreased to$ 1.2 billion 

as a result of the financial crisis. With the exception of 1993 

the share ef the private sector in new issues has been around 6.5f.. 

After peaking at$ 463 million in 1989, corporate bond and commercial 

paper issues declined continuously over the next five years, amount­ 

ing to only$ 16.9 million in 1994. Total private sector issues, 

however, have been en the rise due to the introduction and populariw 

of asset backed securities. 



16. 

COMPOSITION BY ISSUER 1994 

r D CORP~TIO~S ··-·--~ BA~KS ·-- -- D TR~;y --, 

Figure 3 




