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The aim of the study is to investigate the relationships between CDS, the
BIST100 index, and the USD/TRY exchange rate during the Covid-19 period.
For this purpose, the study used the frequency domain causality test developed
by Breitung and Candelon (2006). According to the results of the study, during
the Covid-19 period, a bidirectional causality relationship was detected
between CDS and BIST100 index, and while this relationship occurred in the
short and medium-term from CDS to BIST100 index, it was detected in all
periods from BIST100 index to CDS. In other words, it can be stated that
while the causality from CDS to BIST100 index is not permanent, causality
from BIST100 index to CDS is permanent. Similarly, during the Covid-19
period, a bidirectional causality relationship was detected between CDS and
USD/TRY exchange rate, and while this relationship occurred in the short and
medium-term from CDS to USD/TRY exchange rate, it was detected in all
periods from USD/TRY exchange rate to CDS. In other words, it can be stated
that while the causality from CDS to USD/TRY exchange rate is not
permanent, the causality from USD/TRY exchange rate to CDS is permanent.
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Çalışmanın amacı, CDS, BIST100 endeksi ve Dolar/TL kuru arasındaki
ilişkileri Covid-19 döneminde araştırmaktadır. Bu amaçla çalışmada, Breitung
ve Candelon’un (2006) geliştirdiği frekans alanında nedensellik testi
kullanılmıştır. Analiz sonuçları doğrultusunda, Covid-19 döneminde CDS ile
BIST100 endeksi arasında karşılıklı nedensellik ilişkisi tespit edilmiş olup bu
ilişki CDS’den BIST100 endeksine doğru kısa ve orta dönemde
gerçekleşirken, BIST100 endeksinden CDS’e doğru tüm dönemlerde tespit
edilmiştir. Diğer bir ifade ile Covid-19 döneminde CDS’den BIST100
endeksine doğru nedensellik kalıcı değilken, BIST100 endeksinden CDS’e
doğru olan nedenselliğin kalıcı olduğu ifade edilebilir. Benzer bir şekilde
Covid-19 döneminde CDS ile Dolar/TL kuru arasında karşılıklı nedensellik
ilişkisi tespit edilmiş olup bu ilişki CDS’den Dolar/TL kuruna doğru kısa ve
orta dönemde gerçekleşirken, Dolar/TL kurundan CDS’ye doğru tüm
dönemlerde tespit edilmiştir. Diğer bir ifade ile Covid-19 döneminde CDS’den
Dolar/TL kuruna doğru nedensellik kalıcı değilken Dolar/TL kurundan CDS’e
doğru olan nedenselliğin kalıcı olduğu ifade edilebilir.
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1. Introduction
Market and credit risks are among the significant risks encountered in contracts arising
from investment and trading activities. Market risk arises from movements and changes in
financial prices and rates. The components of market risk are exchange rate, interest rate, equity
value, and precious metal/commodity price risks. On the other hand, credit risk is the risk
arising from the failure of persons or institutions engaged in financial investment and
commercial activities to fulfill their contractual obligations (Bolak, 2016: 9-10). Credit risk
includes not only the failure of companies to pay their debts but also the failure of governments
to pay off debt instruments such as government bonds and treasury bills. Credit derivative
products are a tool that investors often use to protect themselves from credit risk (Acaravci and
Karaomer, 2017: 261). The most popular credit derivative products are credit default swap
(CDS) (Hull, 2008: 572).
CDS was first introduced by the investment bank J.P. Morgan in 1994 and has grown
rapidly since then (Fu et al., 2021: 2204). Especially since 2000, CDS has been of increasing
importance. CDS is like an insurance contract that insures the counterparty against the default
risk when a particular company or country defaults (Hull, 2008: 178, 572). More specifically,
CDS is a financial contract in which protection buyer A buys reference asset B in exchange for
a CDS premium from a protection seller against default of C (Anagnostou et al., 2021: 1502).
Here, the insurance premium, known as the CDS spread, is the premium that investor A pays for
the contract purchased against C's default on asset B (Hull, 2008: 178). In CDS contracts, the
investor who receives the CDS contract by paying the CDS premium acquires the right to sell
the bonds issued by the holding country or company at their face value when a default occurs,
and the insurance seller agrees to purchase the bonds at their face value when a default occurs
(Hull, 2008: 572). The operation of CDS contracts is shown in Figure 1.
CDS premium payment
Protection
Seller

Protection Buyer
Payment in case of default
Reference Entity
Figure 1. How CDS Works
Source: Choudhry, 2006

The CDS contract is an important indicator that explains the country risks beyond the
insurance process of the investors. The higher the CDS contract premium of a country, the
higher the cost of borrowing. At the same time, a high CDS spread indicates a high risk of
default. In summary, a high CDS spread for the country negatively affects the investments to be
made in that country and the investors' risk perception (Sarıgül and Şengelen, 2020).
International credit rating agencies can also determine the risk status of countries. However, in
recent years, the inability of these institutions to act fairly and transparently and their inability to
be a leading indicator for financial crises has further increased the importance of CDSs as a risk
indicator. An important advantage of CDS compared to other risk indicators is that they are
formed daily and therefore reflect immediate situations.
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The political, economic, and social developments in the country are closely related to
CDS. Adverse developments in these areas lead to a deterioration in economic and financial
indicators, an increase in the country's risk premium, and, consequently, a rise in CDS spreads.
As a result of increasing CDS spreads, international investors may tend to exit the stock markets
and cause liquidity problems in the markets. In addition, increased CDS spreads are expected to
raise interest rates. Because the higher the CDS spread, the higher the borrowing cost will be,
and in this case, it will inevitably be reflected in the interests (Arzova et al., 2020: 26-27). In
addition to all these, it is expected that there will be a bidirectional relationship between
exchange rates and CDSs, mainly due to the foreign exchange-dependent economic structures of
developing countries.
The Covid-19 outbreak severely affected all financial markets (Ustaoglu, 2022: 1). At the
same time, the Covid-19 pandemic has led to a massive increase in uncertainty, causing stock
market volatility to rise to historical levels (Apergis et al., 2022: 2). The Covid-19 crisis has
thrown companies into cash flow crises, causing disruptions in their day-to-day operations. This
situation left companies with low liquidity and urgent financing needs vulnerable to the risk of
default (Liu et al., 2021: 15). Another effect of the Covid-19 outbreak was on country CDS
spreads. The impact of Covid-19 on country CDS spreads occurs in two ways. It is primarily
due to the increased risk of default with Covid-19. The second is related to the fact that Covid19 has increased risk premiums. Both situations increase country CDS spreads (Pan et al., 2021:
288). Considering the serious effects of Covid-19 on country risk and financial markets, the
determination of the effects of CDS spreads, especially on the fragile exchange rates and stock
market indices of developing countries, will be very important for many decision-makers in
macroeconomic policy, investment decisions and portfolio management.
The aim of the study is to investigate the relationships between CDS, the BIST100 index,
and the US Dollar/Turkish Lira (USD/TRY) exchange rate during the Covid-19 period. For this
purpose, the study used the frequency domain causality test developed by Breitung and
Candelon (2006). Since Covid-19 has severely affected Turkey as well as the whole world, it
will be essential to examine the relations between CDS, BIST100 index, and USD/TRY
exchange rate during the Covid-19 pandemic period in order to guide investors and
policymakers. To the best of our knowledge, our study is the first to examine these relationships
during the Covid-19 period. In addition, unlike other studies, the frequency domain causality
test used in our study provides information about the short, medium, and long-term causality
relationships, unlike classical causality tests. This study is expected to contribute to the
literature by revealing the short, medium, and long-term relationships between CDS, BIST100
index, and USD/TRY exchange rate in the Covid-19 period. The rest of the study is as follows:
The relevant literature is mentioned in the second chapter. In the third chapter, the data set and
methodology of the study are presented. The fourth chapter presents the study results, and the
last part states the findings and recommendations.

2. Literature
The relationships between CDS, BIST100 index, and USD/TRY exchange rates have
been investigated by different authors through different periods and different econometric
methods. In Table 1, Panel A and Panel B, studies on Turkey and others emerging markets are
reported, respectively.
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Table 1. Summary Results of Related Literature Search
Author (Year)
Country
Period
Panel A: Studies on Turkey
22.04.2013Esen et al. (2015)
Turkey
15.04.2014
Celik and Koc
08.10.2008Turkey
(2016)
09.06.2016
Degirmenci and
Turkey
2010-2015
Pabuccu (2016)
Eren and Basar
(2016)
Acaravci and
Karaomer (2017)
Conkar and Vergili
(2017)

Variables

Method

Result

CDS, BIST100, and
others

Dumitrescu-Hurlin (2012)
causality test

Causality: CDS ⇔ BIST100

CDS, BIST100

Granger causality test

Causality: CDS ⇔ BIST100

CDS, BIST100

Granger causality test, and
others

Causality: CDS ⇔ BIST100

Turkey

2005:122014:03

CDS, BIST100, and
others

ARDL cointegration test

Cointegration: Cointegrated
While CDS has a positive effect on BIST100 in
the long-term, this effect is negative in the
short-term.

Turkey

01.02.201201.02.2017

CDS, BIST100

Granger causality test

Causality: There is no causality

Turkey

04.01.201031.08.2015

CDS, USD/TRY,
EUR/TRY

Johansen cointegration test,
Granger causality test

Cointegration: No cointegration
Causality: USD/TRY ⇒ CDS
Cointegration: Cointegrated
There is a positive relationship between
USD/TRY and CDS both in the long and short
run.
Causality:USD/TRY ⇒ CDS
Cointegration: Cointegrated
There is an inverse relationship between CDS
and BIST100.
Causality: CDS ⇔ BIST100
There is no causal relationship between CDS
and exchange rates.

Ozpinar et al.
(2018)

Turkey

2005:092017:02

CDS, USD/TRY,
and others

Johansen cointegration test,
Granger causality test, and
others

Sovbetov and Saka
(2018)

Turkey

2008:012015:05

CDS, BIST100

ARDL cointegration test

Sahin and Ozkan
(2018)

Turkey

2012-2017

CDS, BIST100,
USD/TRY,
EUR/TRY

Granger causality test

Bildirici et al.
(2019)

Turkey

26/07/200522/08/2019

CDS, BIST100

Causality test, and others

Causality: CDS ⇔ BIST100

Sadeghzadeh
(2019)

China, South
Korea, Turkey, and
others

2007:122018:04

CDS, Stock markets
index

Panel causality and panel
cointegration test

Cointegration: Cointegrated
China, South Korea and Turkey.
Causality: CDS ⇒ Stock markets
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Table 1. Continued
Avci (2020)

Turkey

2003Q12018Q4

CDS, BIST100

Evci (2020)

Turkey

04.01.201004.07.2019

CDS, BIST100

Topaloglu and
Ege (2020)

Turkey

2010:012019:06

CDS, BIST100

Bayhan et al.
(2021)
Gok and Kara
(2021)
Iltas and Guzel
(2021)
Sarıtas et al.
(2021)

Turkey

Turkey
Turkey
Turkey

11.03.202014.04.2021

CDS, USD/TRY

2005:04–
2020:11
2010:012020:06

CDS, USD/TRY,
and others
CDS, BIST100,
and others

2010:022020:02

Johansen and Gregory-Hansen
cointegration test, TodaYamamoto causality test
Johansen cointegration tet,
Granger causality test
Several different cointegration
tests,
Granger causality test, and others

Frequency domain causality test

Frequency domain causality test

Cointegration: Cointegrated
Causality: BIST100 ⇒ CDS
Cointegration: Cointegrated
Causality: CDS⇒ BIST100
Cointegration: Cointegrated
Causality: CDS ⇒ BIST100
Causality:Only in the long-term
USD/TRY ⇒ CDS
There is no causality between CDS
and USD/TRY in the long, medium
and short-term.
Causality: In the short and mediumterm USD/TRY ⇔ CDS

Toda-Yamamoto, Fourier TodaYamamoto Granger causality test

Causality: CDS ⇔ BIST100

CDS, BIST100,
and others

ARDL cointegration test

Cointegration: Cointegrated
CDS spreads affect BIST100 index
negatively.

Panel B: Studies on Others Emerging Markets
Chan et al.
(2009)

China, South Korea, Indonesia,
Malaysia, Philippines,
Thailand, and others

2001:012007:02

CDS, stock
markets index

Johansen cointegration tet,
Granger causality test

Longstaff et al.
(2011)

17 emerging markets and others

2000-2007

CDS, exchange
rate

Cluster analysis and others

Keblowski
(2011)

Czech Republic, Hungary,
Poland, and other

2001:012011:04

CDS, exchange
rate and others

Panel VECM

Coronado et al
(2012)

Greece and orthers

2007:012010:06

CDS, stock
markets index

VAR and others
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Cointegration: Cointegrated
China, South Korea and Thailand.
Causality: CDS ⇒ Malaysia
CDS ⇔ Indonesia and the Philippines
In general, CDS and exchange rate
bidirectional affect each other in
emerging markets.
In the Czech Republic, Hungary and
Poland, CDS affects the exchange
rate.
There is a negative and strong
relationship between CDSs and stock
prices in Greece.
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Table 1. Continued
Czech
Asandului et
Republic,
al (2015)
Hungary, Poland,
and others
Apergis
Greece
(2017)

01.01.200530.04.2014

CDS, stock
markets index

Johansen
cointegration

Cointegration: Cointegrated
Czech Republic, Hungary and Poland.

02.01.200531.12.2015

CDS, stock
markets

Granger causality test
and others

Causality: CDS ⇒ Stock return

Shear et al.
(2017)

Pakistan

12.10.200431.12.2012

CDS, KSE100

Granger causality test

Calice and
Zeng (2021)

18 emerging
markets and others

2007:122017:06.

CDS, exchange
rate and others

Principal component
analysis and others

Causality: KSE100 ⇒ CDS
CDS ⇒ KSE100 (post crisis period)

In general, country CDSs affect the exchange rate in emerging
markets.
A strong bidirectional relationship was found between CDS and
Della Corte et
18 emerging
2003:01CDS, exchange
Panel data analysis
exchange rate. In addition, the increase in the CDS spread
al. (2021)
markets and others 2017:06
rate
and others
reduces the value of the local currency.
Note: ⇔; the existence of a bidirectional causality relationship and ⇒; shows the direction of causality. Emerging markets are based on Morgan Stanley Capital
International's (MSCI) classification.
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When Turkey-scale studies are examined, many studies found long-term relationships
between CDS, BIST100 index, and USD/TRY exchange rate. However, the results of causality
between the variables are different. It is estimated that the reason for this difference may be that
each study focuses on different periods. When studies focusing on other emerging markets are
examined, the relationship between CDS, stock market index, and the exchange rate has been
determined in many studies. However, the direction and impact of these relations vary at the
country level. Our study, unlike other studies, examines the relationships between CDS, stock
market, and exchange rate during the Covid-19 period. The Covid-19 outbreak has seriously
affected all financial markets and macroeconomic indicators. Another impact of the Covid-19
outbreak has been on country CDS spreads (Pan et al., 2021: 288; Liu et al., 2021: 1).
Considering the serious effects of Covid-19 on country risk and financial markets, the
determination of the effects of CDS spreads, especially on the fragile exchange rates and stock
market indices of developing countries, will be very important for many decision-makers in
macroeconomic policy, investment decisions and portfolio management. In addition, as another
difference from other studies, the frequency domain causality test was used in our study. Unlike
classical causality tests, this test provides information about short, medium, and long-term
causality relationships. It is expected that this study will contribute to the literature by revealing
the short, medium, and long-term relationships between CDS, BIST100 index, and USD/TRY
exchange rate in the Covid-19 period.

3. Data and Methodology
In the study, daily closing data of the variables are used to investigate the relationships
between CDS, BIST100 index, and USD/TRY exchange rate during the Covid-19 period. The
study covers the period of 11.03.2020-03.03.2022. Since the date of the first appearance of the
Covid-19 case in Turkey is 11.03.2020, it constitutes the initial period of the study (Sağlık
Bakanlığı, 2022). All series were included in the analysis in the study by taking their natural
logarithm. All series of the study were obtained from www.investing.com. The descriptive
statistics of the variables are reported in the appendices.

3.1. Testing in the Frequency Domain
The causality test in the frequency domain developed by Breitung and Candelon (2006),
unlike classical causality tests, provides information about the causality relationship in the short,
medium, and long-term. Breitung and Candelon’s (2006) test of causality in the frequency
domain improves the frequency causality analysis brought to the literature by Geweke (1982)
and Hosoya (1991) and utilizes the vector autoregressive (VAR) model established with two
variables. However, Breitung and Candelon perform a Fourier transform to the classical VAR
model. Geweke’s (1982) and Hosoya’s (1991) frequency causality analysis is expressed as in
equation (1).
2

2𝜋𝑓𝑥 (𝜔)
|𝛹12 (𝑒 −𝑖𝜔 )|
(𝜔)
𝑀𝑦→𝑥
= log [
] = log [1 +
]
|𝛹11 (𝑒 −𝑖𝜔 )|2
|𝛹11 (𝑒 −𝑖𝜔 )|2
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According to equation (1), when |𝛹12 (𝑒 −𝑖𝜔 )|=0, it takes the value 𝑀𝑦→𝑥 (𝜔)=0. In this
case, y will not be the Granger cause of x at ω frequency (Ciner, 2011: 500). Breitung and
Candelon (2006) suggested a much simpler approach to test the null hypothesis of no causality.
The null hypothesis is expressed as 𝑀𝑦→𝑥 (𝜔)=0, also defined as 𝑀𝑦→𝑥 (𝜔)=0 and 𝛹12 (𝐿) =
−

𝑔22 𝛩12 (𝐿)
.
|𝛩(𝐿)|

Where 𝑔22 is the lower diagonal element of 𝐺 −1. |𝛩(𝐿)|is the determinant of 𝛩(𝐿).

Thus, the hypothesis that y is not the Granger cause of x at frequency ω can be tested with
equation (2).
𝑝

𝛩12 |(𝑒

−𝑖𝜔

𝑝

)| = |∑ 𝜃12,𝑘 cos(𝑘𝜔) − ∑ 𝜃12,𝑘 sin(𝑘𝜔)𝑖 | = 0
𝑘=1

(2)

𝑘=1

In equation (2), since 𝜃12 represents the element of 𝛩𝑘 (1,2), necessary and sufficient
conditions when 𝛩12 |(𝑒 −𝑖𝜔 )| = 0;
𝑝

∑ 𝜃12,𝑗 cos(𝑗𝑤) = 0

(3)

𝑗=1
𝑝

(4)

∑ 𝜃12,𝑗 sin(𝑗𝑤) = 0
𝑗=1

equation is as in (3) and (4). Expressing it as 𝛼𝑗 = 𝜃11,𝑗 and 𝛽𝑗 = 𝜃12,𝑗 for the sake of simplicity,
the VAR equation for 𝑥𝑡 will be as in equation (5).
𝑥𝑡 = 𝛼1 𝑥𝑡−1 + ⋯ + 𝛼𝑝 𝑥𝑡−𝑝 + 𝛽1 𝑦𝑡−1 + ⋯ + 𝛽𝑝 𝑦𝑡−𝑝 + 𝜀1𝑡

(5)

The hypothesis 𝑀𝑦→𝑥 (𝜔) = 0 is equivalent to the hypothesis 𝐻0 = 𝑅(𝜔)𝛽 = 0. Here
cos(𝜔) cos(2𝜔) … cos(𝑝𝜔)
𝛽 = [𝛽1 … 𝛽𝑝 ] and 𝑅(𝜔) = [
]. The F statistic for the 𝐻0 =
sin(𝜔) sin(2𝜔) … sin(𝑝𝜔)
𝑅(𝜔)𝛽 = 0 hypothesis is approximately distributed as 𝐹(2, 𝑇 − 2𝑝) for 𝜔є(0, 𝜋).
The time dimension represented by the frequency levels is calculated with the formula
𝑇=

2𝜋
.
𝜔

In addition, the frequency range of 2.5-2.0 represents the short-term, the frequency

range of 1.5-1.0 represents the middle period, and the frequency range of 0.1-0.5 represents the
long-term (Iskenderoglu and Akdag, 2018: 566; Buberkoku, 2021:173). Similarly, Ciner (2011:
235) emphasizes in his study that the frequencies of 2.5, 1.5, and 0.5 represent the short,
medium, and long periods, respectively, while the frequency of 0.1 represents permanent
causality.

4. Empirical Findings
Before examining the relationships between the variables in the study, it is necessary to
investigate the stationarity properties of the variables. The unit root test results for the variables
are shown in Table 2.
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Table 2. Unit Root Test Results
ADF
Sabit
Sabit+Trend
LnCDS
-1.8254
-1.7882
LnBIST100
-0.5144
-1.9654
LnUSD/TRY
-0.0935
-1.6131
ΔLnCDS
-20.8351***
-20.8313***
ΔLnBIST100
-12.9584***
-12.9420***
ΔLnUSD/TRY
-19.0987***
-19.1164***
Note: The Δ notation represents the first difference of the series.

PP
Sabit
-1.8890
-0.6060
0.0840
-20.8302***
-22.6563***
-18.9390***

Sabit+Trend
-1.8578
-2.1623
-1.3909
-20.8257***
-22.6288***
-18.9581***

As seen in Table 2, all series with natural logarithms are non-stationary at the level but
are stationary at the first difference. It is important to determine the stationarity of the series to
apply a causality test in the frequency domain between the variables. After determining the
stationarity of the series, Breitung and Candelon's (2006) causality analysis with appropriate
delay can be started. In Table 3, the test results in the frequency domain of Breitung and
Candelon (2006) are reported.
Table 3. Breitung Candelon Frequency Domain Causality Test Results
Long-term
Medium-term
Short-term
0.1
0.5
1
1.5
2
2.5
CDS to BIST100
0.933
0.541
3.151
10.388***
11.573*** 10.667***
BIST100 to CDS
22.830*** 22.165***
21.169*** 22.807***
13.977***
5.275*
**
**
CDS to USD/TRY
4.587
3.714
2.850
7.641
8.288
7.586**
***
***
***
**
*
USDT/TRY to CDS
21.339
19.440
11.276
8.749
5.792
9.431***
Note: Since our study consists of daily data, the short-term corresponds to about 2-3 days, the mediumterm to about 4-6 days, and the long-term to about 13-62 days. The appropriate lag length was chosen
according to the Akaike information criterion.

As seen in Table 3, the null hypothesis that there is no causal relationship in the medium
and short run was rejected. Therefore, there is a causality relationship between CDS and the
BIST100 index in the short and medium-term. The causality relationship from BIST100 index
to CDS was realized in all short, medium and long periods. These results support the studies of
Esen et al. (2015), Celik and Koc (2016), Degirmenci and Pabuccu (2016), Sahin and Ozkan
(2018), Bildirici et al. (2019) and Iltas and Guzel (2021), who found bidirectional causality
between CDS and the BIST100 index. The causality from CDS to USD/TRY rate was
determined in the short and medium-term. The causality relationship from USD/ TRY rate to
CDS was realized in all of the short, medium and long periods. The result of bidirectional
causality determined between CDS and USD/TRY exchange rate in our study contradicts the
studies of Conkar and Vergili (2017), Ozpınar et al. (2018). This difference may be due to the
focus of our study on the Covid-19 period. Finally, graphs showing the causality results
between variables at all frequencies are available in the appendix.
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5. Conclusion
The Covid-19 outbreak severely affected all financial markets and macroeconomic
indicators. In addition, the Covid-19 outbreak increased countries' risk premiums and default
risk and affected CDS spreads (Pan et al., 2021: 288). At the same time, CDS spreads are
closely related to the country's political, economic, and social developments. Changes in CDS
spreads will affect investor expectations and will also affect the stock market. At the same time,
the increase in CDS spreads is expected to cause international investors to exit the stock markets
and cause liquidity problems in the markets (Arzova et al., 2020: 26-27). Similarly, it is
expected that there will be a reciprocal relationship between exchange rates and CDS spreads
due to the foreign exchange-dependent structures of developing countries such as Turkey and
the high current account deficit.
This study investigated the relationships between CDS, BIST100 index, and USD/TRY
exchange rate during the Covid-19 period. In this context, the causality relationships between
the variables were examined using the frequency domain causality test developed by Breitung
and Candelon (2006). According to the results of the frequency domain causality test of the
study, a bidirectional causal relationship was found between CDS and the BIST100 index
during the Covid-19 period. Considering that CDS spreads affect the risk perception of national
and international portfolio investors and invest accordingly, this result is not surprising. In
addition, during the Covid-19 period, while the relationship between CDS and BIST100
occurred in the short and medium-term from CDS to BIST100 index, it was detected in all
periods from BIST100 index to CDS. In other words, during the Covid-19 period, it can be
stated that while the causality from CDS to BIST100 index is not permanent, causality from
BIST100 index to CDS is permanent. Similarly, a bidirectional causality relationship was found
between CDS and the USD/TRY exchange rate during the Covid-19 period. When this result is
evaluated from an economic point of view, it is expected that the increase in USD/TRY
exchange rate due to reasons such as Turkey's imports being predominantly in USD and the
high current account deficit in Turkey will increase the external debt burden and increase the
credit risk. Accordingly, CDS spreads are expected to increase. In the opposite case, CDS
spreads are expected to decrease as the decrease in the USD/TRY exchange rate will reduce the
country's external debt burden and credit risk. In summary, CDS spreads are expected to
increase or decrease depending on positive or negative developments in the USD/TRY
exchange rate. Likewise, since the increase in CDS spreads affects the risk perception of the
investor, it will cause the foreign investor to leave the country and increase the USD/TRY
exchange rate. In addition, during the Covid-19 period, while the relationship between CDS and
USD/TRY exchange rate was realized in the short and medium-term from CDS to USD/TRY
exchange rate, it was determined from USD/TRY to CDS in all periods. In other words, during
the Covid-19 period, it can be stated that while the causality from CDS to USD/TRY exchange
rate is not permanent, the causality from USD/TRY exchange rate to CDS is permanent.
The results of the study provide useful information for investors and policymakers. In this
direction, a series of policies have been proposed to investors and policymakers. Firstly,
investors are advised to make their investment decisions by considering CDS, valued daily, in
the investment decisions they will make on the relevant assets, especially during periods of high
uncertainty such as the Covid-19 period. Especially considering that CDS effectively predicts
BIST100 and USD/TL exchange rates in the short and medium-term, it is recommended that
short and medium-term investors follow CDS closely daily. In addition, considering that CDS
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will not cause any change in BIST100 index returns and USD/TRY exchange rate in the longterm, it can be suggested that investors making long-term investments should not act sensitively
to increases and decreases in CDS. Secondly, since the CDS spread affects the stock market
performance, policymakers should develop policies to support the development of the stock
markets and to control the CDS spread. At the same time, since the increase in the performance
of the stock market is expected to decrease the CDS spreads, it is recommended that
policymakers take steps to improve the stock market. Thirdly, changes in CDS spreads also
affect investor perception. Appropriate policies should be made in order to keep CDS spreads at
low levels, which may change investor perception. Fourthly, CDS affects BIST100 and
USD/TRY exchange rate in the short and medium-term. This result shows that policymakers do
not have long to take precautions against the possible negative effects of the increase in CDS
spreads on the BIST100 index and USD/TRY exchange rates, and they should take action
immediately. Finally, since it will be important for investors to investigate the determinants of
CDS spreads in Turkey, especially during the Covid-19 period, it will be useful to investigate
this issue in the future.
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APPENDIX

Figure A1. Causality results in the frequency domain between CDS-BIST100

Figure A2. Causality results in the frequency domain between CDS-USD/TRY
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