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Last week, in this column, I noted down that the Treasury’s auctions would give some clues about market expectations concerning coming months.  

Turkish Treasury held three auctions. One of them was floating rate note (FRN). During the last auctions fund managers and investors had bided mostly on FRNs. The Treasury had redeemed fixed papers and borrowed floating ones. Almost 55 percent of the new borrowing was FRNs. This type of financial instrument provides great flexibility for the investors. The saver feels him/her more comfortable during longer maturity because changing interest rates cannot hurt him/her as much as fixed rated instrument does. Therefore, investors generally prefer FRNs if there is any kind of unpredictable period in the future.

  This tendency has been growing since beginning of this year. Table below provides floating parts of the domestic and external debt for end year of 2002, 2003 and 2004 together with March and July of this year. It is interesting to observe that investors have shifted their appetite more and more floating instruments in the domestic borrowing market. Treasury managers and marketing departments of banks may have recommended issuing new floating instrument to the public debt managers since investors favor that. 

The most remarkable change observed in domestic market TRY part of the public debt. Share of total was 20 percent at the end of 2002 and now it is 30 percent as of end July 2005. Domestic investors have envisaged some kind of possibility or uncertain developments during the period they would like to keep their money within Treasury papers.

Table: Floating parts of the domestic and external public debt (percent of total)

	
	2002
	2003
	2004
	03/2005
	07/2005

	Domestic Market TRY
	20
	17
	25
	28
	30

	Domestic Market FX Denominated
	20
	18
	24
	33
	59

	Domestic Market FX Linked
	94
	100
	100
	100
	100

	External Public Debt
	41
	40
	40
	40
	39


The main questions are; “What kind of forecast and expectations have been playing major role behind this result?” “Are they well thought and evaluated conclusions or speculative assessments?” Obviously, good decisions are based upon the appropriate information and ability of making evaluations. 

I think the Treasury and market players are on the same side on this story. Because, public side has liked to increase debt stock’s maturity so that annual payments would decrease in coming years. Market side had understood the taste of having FRNs since they are the most profitable instruments during the doubtful periods.

This development must be monitored very carefully and turned over to an occasion. Turkish financial markets have developed noticeably during last decade. However, the market’s know-how has been built on the short term tools. The only remaining issue is that the secondary market for this type of public borrowing instruments must be more refurbished without delay. To do this, Turkish domestic borrowing as well as money and other financial markets in Istanbul can be good model and center for the Balkans, Blacksea and Caspian even for Middle East region. The remaining part of the picture is some new and present-day changes in tax in addition to banking regulations.
