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What Goes Around, Comes Around� 
The new year already started with some critical developments. We learned that 
the government has a bias to make a stand-by deal with IMF in a short term and 
the gasoline, alcoholic beverages and tobacco tax increases will help reaching 
the assumed budget income, as usual. Moreover, the inflation, which hit its 
historical low levels a while ago, depicted an abrupt change. In the meantime, the 
government, which claims that the by-election is not in their agenda, decided to 
increase pension wages, adding some TRY3.0bn to the budget expenditures. On 
the other hand, there was not much change in the external arena. While the 
leading indicators showed that the economic activity was favorable in December, 
the risk appetite is still strong and the uptrend of the bourses and interest rates 
remain in place. The U.S. dollar, which recovered against euro in December 
thanks to the supportive macro data, lost some steam recently and keeps 
underperforming other developed markets� currencies. This mixed outlook of 
dollar caused the gold, which is in a reverse correlation with dollar, stopping its 
uptrend. However, it did not affect the uptrend of oil. The non-farm payrolls and 
the unemployment rate would especially be critical in terms of the tendency 
herein. The markets expect a slight loss in December employment, as is the case 
in November, and the unemployment rate is foreseen to increase by 0.1 pp to 
10.1%. Despite this, the leading indicators such as U.S. jobless claims and ADP 
employment report are indicating at a limited increase in the employment for the 
first time after a 2-year break. If this comes true, the dollar and risk appetite will 
also benefit from this development. More importantly, if the unemployment rate 
posts some decline, this scene will strengthen and bring forward the interest rate 
hike expectations from Fed. Accordingly, this would put some pressure on the 
other central banks about the interest rate hikes. The severity of this pressure will 
depend on country specific growth-inflation balance. In that context, Turkish 
economy has an advantageous position about keeping the interest rates 
low on the back of weak economic outlook. However, the country may lose 
this advantage due to the realized inflation risk stems from the budget 
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deficit and possible negative impact of this situation on the inflation 
expectations. 

As is known, in Central Bank�s last report released in October 2009, the most 
important part about the policy rates was the assumption of constant interest 
rates until end-2010. Accordingly, while the official inflation targets were 7.5% 
and 6.5% for 2009 and 2010, respectively, CBT�s inflation forecasts were 
announced at 5.5% and 5.4%, in the same order. Even if it is not a pledge, 
�constant interest rates until 2010� was taken as an assertive statement when it 
was first announced. In the last MPC meeting on December 17th, this statement 
was changed to �it would be necessary for the monetary policy to maintain 
an easing bias for a long period of time�. This was a more moderate 
declaration and there was some flexibility in it. On the other hand, we think 
that some 1.5 point external shock coming from administrative prices was not 
added to these assumptions mentioned above. Therefore, the first attempt of 
the Central Bank would be to raise their end-2010 inflation forecast by an 
amount of expected SCT (special consumption tax) impact (*). We can 
observe this attempt through the MPC meeting to be held on January 14th or 
Inflation Report to be released on January 26th. Yet, it would be more 
important that whether the Bank will change their post-2010 inflation 
forecasts and will describe �the long period of time� statement about the 
monetary policy more clearly. The surveys after December inflation and SCT 
regulations showed that CPI forecasts for end-2010 were increased to the range 
of 7.5 � 8.0% and a total 150-200 bps interest rate hike for 2010 is expected to 
start in 3Q10. Despite these expectations, the benchmark bond yield that is 
surfacing below 9% may be explained with the IMF deal expectations (The IMF 
loan will decrease the Treasury�s borrowing). However, this is not likely to prove 
permanent under the outlook described above.  

(*) CPI excluding food, energy, tobacco/alcoholic beverages and gold. (**) CBT�s O/N quotation, 12-month forward looking inflation expectation and the gap between 
Turkey�s eurobond yields and U.S. Treasury yields are used in this analysis. 
Source: Reuters, Fortis Economic Research and Strategy  

In the meantime, the stance to be preferred by the Central Bank will also be 
very important. At first, the Bank would underline that there is no deterioration in 
the general pricing behavior, and the rate of increase in the service prices and 
the other core inflation indicators are still in line with the medium term targets. By 
using these phrases, the Bank would try to convince the economic actors 
that the upcoming shock will not prove permanent and after a while the 
inflation will depict a consistent path with the medium term targets. 
However, the similarity of the current developments with the depressed period in 
2008, when the inflation targets were revised up (in 2008, while the CPI had 
increased sharply due to the food and energy prices, the core inflation had 
remained subdued for a long time), may prevent the Central Bank from being 
persistent about this issue. On the other hand, there are some factors that may 
provide some more time and maneuver space to the Central bank. The first one 
of these factors is the uncertainty range of ± 2 points in the official inflation target. 
The Bank may avoid from giving any monetary policy response as long as the 
CPI seems to end the year below 8.5%. The second factor may be the negative 

CPI and Core CPI (% chg. y/y) Real Interest Rate Adjusted With EMBI+ Turkey Spread (**) 
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repercussion of the decline in some leading indicators such as Turkish PMI 
observed in 2H09 on the economic activity. The third one may be the more 
visible appreciation trend in the TRY. Finally, the delay in the interest rate hike 
expectations across the globe may be assessed as the last factor. In brief, with 
all its advantages and disadvantages, we will witness to a period which is not 
easily managed. Yet, it should not be ruled out that, it is an important advantage 
to enter this period with a central bank which increased its credibility during the 
crisis while fulfilling inflation target. Based on our view, the Central Bank will 
continue to attach importance to the economic activity as much as the 
inflation tendency, as is the case in the rate cut period started earlier. We 
also think that the Bank will not let the possible volatile trend emanating 
from the base effect both in economic activity and inflation to confuse the 
minds of economic actors.  

All in all, starting the new year, there appeared important developments in terms 
of Turkish economy. The lingering recovery in the global arena is a favorable 
event. However, there are also some negative developments, such as ongoing 
uncertainty regarding IMF deal, the rise in both budget expenditures and 
revenues (offsetting each other) and the bad inflation surprise. Such events could 
weaken the predictive ability of Central Bank and the other decision makers in 
the economy, which disturbs the more favorable investment environment formed 
by low real interest rates.  

 

(*) Central Bank announced that the SCT increases will add some 1.5 points to the headline 
CPI, if implemented. The major part of this expected impact was foreseen to come from the 
tobacco prices. Accordingly, it seems that the final impact would be fairly lesser than the 
expected one, since the producers are reversing the price increases to take a competitive 
advantage recently. We think that the total impact may regress to 0.6 points. On the other 
hand, due to these price discounts, the expected tax collection through the VAT and SCT 
could not be reached, as these taxes are proportional to price. 
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Economic and Political Agenda 
! At home, the C/A deficit and unemployment rate seems to be critical this 
week, as well as the MPC meeting on Thursday.  There will be a more loaded 
data agenda in the external arena. While the foreign trade balance, retail sales, 
inflation and economic activity data will be important in the U.S., ECB�s interest 
rate decision will also be eyed. Separately, Japanese markets will be closed on 
January 11th.  

Data issuances at Home 

 Importance Indicator       Unit Date of issuance Fortis (Consensus)

Medium CNBC-e Consumption Index, Dec. - Jan. 11th, 8:00 GMT -
High C/A deficit, Nov. US$ mn Jan. 11th, 8:00 GMT 1.70 (1.54)
Medium Cash Based Primary Balance, Dec. TRY bn Jan. 11th -1.6
Medium Capacity Use, Dec.       % Jan. 12th, 8:00 GMT (71.6)
High MPC Rate Decision bps Jan. 14th, 16:00 GMT No change
High Unemployment, Oct. % Jan. 15th, 8:00 GMT -

 

Importance Country Indicator Unit Date of IssuanceConsensus

Medium U.S. Foreign Trade Balance, Nov. US$ bn Jan. 12th, 13:30 GMT -34.3
Medium Eurozone ECB Rate Decision bps Jan. 14th, 12:45 GMT No change
Weak U.S. Export & Import Prices, Nov. % Jan. 14th, 13:30 GMT 0.4 & 0.1
High U.S. Retail Sales, Total & ex-auto, Dec. %, m/m Jan. 14th, 13:30 GMT 0.2 & 0.3
High U.S. Core PPI and PPI, Dec. %, m/m Jan. 15th, 13:30 GMT 0.2 & 0.1
Medium U.S. New York Fed Man. Index, Jan. - Jan. 15th, 13:30 GMT 9.45
High U.S. Capacity Use, Dec. % Jan. 15th, 14:15 GMT 71.6
High U.S. Industrial Production, Dec. %, m/m Jan. 15th, 14:15 GMT 0.4
Medium U.S. Michigan Sentiment Index, Jan. - Jan. 15th, 14:55 GMT -

 

Macro-Economic and Financial Forecasts 

Macro Economic Outlook of 2008-2011 

2008 2009f 2010f 2011f

GDP (TRY - bn) 950.1 976.6 1,098.4 1,207.0
GDP (US$ - bn) 734.9 630.0 722.6 756.1
GDP Growth (y/y % chg) 0.9 -5.7 5.0 4.0
      
PPI (y/y % chg) 8.1 5.9 5.0 4.0
CPI (y/y % chg) 10.1 6.5 6.9 5.5
       
Trade Balance (US$ - bn) -69.8 -37.9 -67.8 -68.7

Exports (FOB, excl. luggage trade) 132.0 101.8 125.5 122.9
Imports (CIF, incl. gold) 201.7 139.7 193.3 191.6

      
Current Account Balance (US$ - bn) -41.8 -13.2 -38.1 -36.9
Current Account Balance / GDP (%) -5.7 -2.1 -5.3 -4.9

Financial Indicators Forecasts   

Jan. 8th 1M 3M 6M 12M 2010 2011

US$/TRY 1.4698 1.5000 1.5200 1.5200 1.5300 1.5200 1.6500
EUR/TRY 2.1093 2.1600 2.2040 2.1900 2.1900 2.1900 2.2440
FX Basket 3.5791 3.6600 3.7240 3.7100 3.7200 3.7100 3.8900
EUR/US$ 1.4351 1.4400 1.4500 1.4400 1.4300 1.4400 1.3600
O/N  6.50% 6.50% 6.50% 6.50% 8.00% 8.00% 10.00%
Benchmark Bond  8.71% 9.20% 9.80% 10.30% 11.10% 11.00% 11.50%
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