
Merchant Banking | Global Markets | Economic Research & Strategy                         INVESTMENT RESEARCH
 

Not Rich Enough to Do Without a Neighbor � 
Recently, concerns regarding the fiscal sustainability of some EU member 
countries have increased but this can be seen as aftershock of the economic 
earthquake that has been experienced globally. Indeed, drop in private 
consumption and investments during the economic crisis have been 
compensated by public sector. This worsened the budgetary balance and public 
debt ratios respectively. These costs were known even before the application of 
the policies however the action was taken for the sake of the economic recovery. 
Preparations as well as the application of exit strategies from the expansionary 
fiscal policies were emphasized since the fiscal deterioration has begun to rise. 
However, for the countries that had structural fiscal problems even before the 
economic crisis, neither the preparation nor the application of such exit plans was 
feasible. Leaving aside these facts, this time we have not experienced the        
bail-out of a bank or a company but the bail-out of a country. By tackling this 
problem successfully EU could not only prevent the possible reputation loss of its 
own presence but also maintain the trustiness of the Monetary Union. Although, 
the decisions taken in the EU leaders meeting were not satisfactory enough, the 
given message was balanced. EU will back up Greece but the possible aid will 
unlikely be for free. EU pointed out that Greece has not requested any financial 
aid yet so as to avoid from declaring the amount of the possible financial aid and 
its details immediately. (EU can help Greece in; earlier disbursement of the 
regular payments, the issue of Euro zone guaranteed bonds, as well as buying 
the Greek government issued bonds by European countries or European 
Investment Bank.)  On Tuesday, conditionality (i.e. budget deficit to drop to 4% in 
2010) of possible aid is expected to be made. The Commission will closely 
monitor the implementation of the recommendations in liaison with the ECB and 
will propose needed additional measures, drawing on the expertise of the IMF. 
The first assessment will be done in March.  
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Consequentially, as we were thankful to the banking restructuring reforms that 
took place after 2001 crisis during the deepest recession of post VWII, today we 
are again thankful to the fiscal reforms of those times and at least to the tight 
fiscal discipline that has been applied until 2006.  However, we should not rest to 
relative advantageous position that was gained by previous efforts and 
experiences. By applying further reforms involving the recent conditions, the 
remaining structural problems must be solved and the ground for new economic 
overperformance needs to be prepared. Therefore the necessity of a program, 
whether it is backed by IMF or not, that would gain credibility as a result of 
determined implementation with sound policy content, still exists. Current 
Medium Term Program (MTP) needs to be tested in the sense that whether it 
provides the necessary will and determination in achieving planned goals. First 
quarter will guide in watching the developments of medium term fiscal rule that is 
expected to be approved by the parliament. Opinions of different parties of the 
society are being considered before determining the parameters of fiscal rules. 
However, Economy Minister�s announcement that discussions in the related 
fiscal rule will continue during the upcoming few months and will be ready for the 
2011 budget preparations in May, has signaled a possible delay. Any further 
delay could be a serious blow to the already diminishing expectations on IMF 
agreement and could cause the medium term plan to loose its credibility.  

Essentially as we have underlined in Glocal Economists� October issue, the 
medium term goals provided by the government are bit looser but in line with the 
IMF programs. In other words the medium term program that is planned by the 
government may prepare ground for the IMF agreement.  Referring to the 
October Glocal Economist issue, the average budget deficit and public debt to 
GDP ratio of the countries that applied IMF program were 5% and 40% in 2009, 
respectively. Coming to 2010, while the budget deficits remain elevated, debt 
ratios also increase, albeit at a slower pace. In the forthcoming years, the budget 
outlook displays a gradual progress, yet there is no hurry in pulling the debt ratios 
down. The outlook for Turkey depicted in the MTP is quite similar with the    
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above-mentioned trends. The Program foresees the central government budget 
deficit retreating slightly to 4.9% of GDP in 2010, after hitting 6.6% in 2009 that is 
higher than the average of the countries that have Fund-supported programs. In 
the following years, this ratio is predicted to post more noteworthy declines to 
4.0% and % 3.2, in the same order. Accordingly, the debt stock to GDP ratio 
rises to 47.3% and 49.0% in 2009 and 2010, respectively, and declines only 
gradually in the upcoming years. On the other hand, Babacan stated last week 
the fiscal rule will be in line with the targets of 2011 and 2012 MTP. Therefore as 
the underlying parameters becoming clearer, it is getting more difficult to 
understand the delay in putting the fiscal rule in practice.  

To conclude, it is the right time to express once again our gratitude to the reforms 
that made in banking sector and public finance after 2001. But now is the turn of 
second generation reforms for a better economic environment which enables 
more sound achievements in the near future. It seems that the first test in that 
regard will be on fiscal rule. However, recent signal for a possible delay in the 
process is not a welcomed development. 
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Economic and Political Agenda 
! At home, MPC meeting on Thursday will be important, while unemployment 
rate will be eyed as well as.  There will be a loaded data agenda in the external 
arena. While the building permits, housing starts, capacity use, industrial 
production and Philadelphia Fed index will be important in the U.S., services and 
manufacturing flash PMIs will be eyed in Eurozone. 

Data issuances at Home 

 Importance Indicator       Unit Date of issuance Fortis (Consensus)

High Unemployment, Nov. % Feb. 15th, 8:00 GMT -
Medium Cent. Gov. Bud. PS,  Dec. TRY mn Feb. 15th, 8:00 GMT -
Medium TURKSTAT Consumer Conf., Jan. - Feb. 16th, 8:00 GMT -
High MPC Rate Decision % Feb. 16th, 17:00 GMT 6.5

 

Importance Country Indicator Unit Date of IssuanceConsensus

Medium Germany ZEW Index, Feb. - Feb. 16th, 10:00 GMT 43.2
Medium U.S. New York Fed Man. Index, Feb. - Feb. 16th, 13:30 GMT 16.00
High U.S. Building Permits, Jan. mn Feb. 17th, 13:30 GMT 0.65
Weak U.S. Export & Import Prices, Jan. % Feb. 17th, 13:30 GMT 0.4 & 0.8
High U.S. Housing Starts,  Jan. mn Feb. 17th, 13:30 GMT 0.58
High U.S. Capacity Use, Jan. % Feb. 17th, 14:15 GMT 72.5
High U.S. Industrial Production, Jan. % m/m Feb. 17th, 14:15 GMT 0.6
High U.S. Core PPI and PPI, Jan. %, m/m Feb. 18th, 13:30 GMT 0.1 & 0.7
High U.S. Philadelphia Fed Mnf. Index, Feb. - Feb. 18th, 15:00 GMT 17.0
High Eurozone Manufacturing PMI, Feb. - Feb. 19th, 8:58 GMT 52.7
High Eurozone Services PMI, Feb. - Feb. 19th, 8:58 GMT 52.5
High U.S. Core CPI and CPI, Jan. %, m/m Feb. 19th, 13:30 GMT 0.1 & 0.3

 

Macro-Economic and Financial Forecasts 

Macro Economic Outlook of 2008-2011 

2008 2009f 2010f 2011f

GDP (TRY - bn) 950.1 969.4 1,090.1 1,193.8
GDP (US$ - bn) 734.9 626.6 721.9 761.9
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 7.3 5.5
       
Trade Balance (US$ - bn) -69.8 -38.6 -67.1 -68.7

Exports (FOB, excl. luggage trade) 132.0 102.2 118.9 122.9
Imports (CIF, incl. gold) 201.7 140.8 186.0 191.6

      
Current Account Balance (US$ - bn) -41.9 -13.9 -38.0 -37.2
Current Account Balance / GDP (%) -5.7 -2.2 -5.3 -4.9

Financial Indicators Forecasts   

Feb. 12th 1M 3M 6M 12M 2010 2011

US$/TRY 1.5053 1.5000 1.5400 1.5200 1.5500 1.5200 1.5800
EUR/TRY 2.0688 2.0700 2.1400 2.1300 2.2000 2.1600 2.1500
FX Basket 3.5741 3.5700 3.6800 3.6500 3.7500 3.6800 3.7300
EUR/US$ 1.3743 1.3800 1.3900 1.4000 1.4200 1.4200 1.3600
O/N  6.50% 6.50% 6.50% 6.50% 9.00% 8.00% 10.00%
Benchmark Bond  8.80% 9.00% 10.00% 10.50% 11.20% 11.00% 12.00%
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