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We have been concentrating on a lot to domestic issues and some international ones, which are directly affecting Turkey, like EU issues. However, some other international subjects, like excess liquidity, have greater importance for, especially, current account financing and debt repayments.

A lot of conferences had held and discussion papers publicized before IMF and World Bank annual meetings that were held last weekend. For me, the most interesting one is Morris Goldstein’s recent study
. The report has assessed couple of topics like imbalances in the US and Chinese economies, high increases on main commodity prices including oil, declining growths in European and Japanese economies.

This comprehensive working paper appraises some alternative scenarios concerning emerging markets. At the end, the study reviews five different transition mechanics for emerging economies: Bilateral trade, primary commodity prices, interest rates and flows, exchange rate overvaluation, fiscal and monetary policies. Turkey is determined as most vulnerable economy for last three.  

Said this, after hurricane Katrina, there will be some new compulsory expenditure in the US. Sources of these expenses will not be a new tax scheme as far as I know.  This means some expansion in borrowing requirement of the US Treasury; consequently there will be some upward pressures on interest rates not only in US economy but also in emerging countries. Everybody has been trying to understand that whether or not these interest rate movements will generate any kind of effect on global currency flows. Some economists consider that high current account deficit of the US might produce negative effect for emerging market borrowings.

It has been a long discussed issue in Turkey the TRY is overvalued for years. This is bad for international competitiveness so that import figures have been increasing extremely. It would be easy to explain this trade deficit problem if it is short-term. However, if is a structural change in the domestic production, it is worth to consider it very carefully. This structural change would trigger further current account deficit and financing of it will be problematical. Consequently, currency rate might be volatile and more responsive on domestic and external debt.

Another discussed topic is condition and structure of fiscal and monetary policy. The vital issue of the discussion is that whether or not these policies receptive to external shocks.  Structure of fiscal policy is essential because it must be resilient to all kind of shocks. Composition of expenditures plays very important role for the elasticity. Portion of non-elastic expenses like wage and salary expenditures; transfers to social security scheme, agricultural sector, household sector is a main indicator. Unfortunately, this number is more than 80 percent for our consolidated budget, which can be indicated as a high figure. This means that if there were any kind of need for expenditure cutting it would be almost unattainable to implement that procedure. This is also important for borrowing strategy since these shocks will most probably affect inflation and interest rates. 

Therefore, we should be very careful about world economic development in these days. Because, our current account deficit financing by and large depends upon short-term private sector borrowing and portfolio investments of foreigners (with or without moustache). And, it should not be forgotten that falling down from far above the ground would be more harmful.
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