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There had been an interesting discussion at the domestic money and equity markets during last week. The topic of the debate can be summarized as “High interest rate, but low currency rate policy”. Some media institutions have also involved to this argument.


The most interesting part of the story was every participant had tried to find “guilty policy, institution or person” (!). Naturally, different organizations represented their own perspective for solutions. But the main common conclusion was that there was no agreement on the main cause of the problem, no harmony on proposals for solutions. 

The debate has been going on since the June current account deficit figures were disseminated by the Central Bank. Some economists have tried to explain that the high interest rates are guilty while others putting the responsibility on the low currency rates. However, unexpectedly real sector has started to ask for some new incentives since they have assumed that there is a payment difficulty in the economy. The exporters asked for dual currency policy which means, in summary, different currency rates for exporting activities.


The dilemma here is that are our hands free that much? Let’s assume, for a moment, that we have not been practicing floating exchange rate policy and found a way to push the currency rates up. If we can eliminate every other effect, there would be very substantial one on the public debt. 

The graph below illustrates the share of the foreign currency denominated and floating rate papers part in the total public debt between years 2002 and first half of the 2005. There has been considerable improvement in 2,5 years. Foreign currency and interest rate sensitive part of the total debt decreased from 81 percent to 58 percent. The Treasury has been practicing accurate borrowing policy and trying to borrow in TRY and especially domestic market borrowing is mainly dominated by fixed rate papers.  


On the other hand, 58 percent is not a small number which means that this part of the USD 241 billion total public debt would shift when there is an unpredicted development in the markets. The unpleasant part of the picture is upward currency shift would trigger the interest rates or visa versa and, consequently, this giant iceberg would begin to grow up again.  

Table: Foreign currency and interest rate sensitive part of the public debt (percent of total)
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Then every market participant will begin to discuss that this much public debt was not sustainable so expectations would arise for a new fiscal program. But we should not forget that 2007, if not 2006, is election year. It would be unwise to expect for everybody that the government wish and will be able to implement some kind of fiscal program based on expenditure cut and/or revenue increase, during the pre-election period.

Nevertheless, oil prices, unexpected developments on EU Accession (Negotiation framework and Cyprus) issue, uprising terrorism, wrong application in withholding tax on domestic borrowing papers, interruptions on tax and social security reforms, delays on big privatizations are some risks that can take place during the coming months. That is said, this is the time for everybody to be more watchful. But, main obligation suits to the economic management team since they are the people who should handle the expectations. The “seeking-out-pushed-button” habit must be got rid of right away.
