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ABSTRACT

Purpose- Exchange rate is the value of a country's national currency against foreign national currencies. In this context, the exchange rate is
considered animportant macroeconomic indicator in evaluating the country's economy. Thefailure to control the exchange rate may damage
economy significantly. Itis possible to understand this from the 2001 crisis in Turkey, known as 'Black Wednesday', and the foreign exchange
crisis that started in Thailand in 1997 and affected many East Asian countries. Interestrate is one of the critical determinants affecting the
exchange rates. Therefore, changes in interest rates are expected to affect the level of exchange rates. When there is anincrease in interest
rates, foreign capital flow is expected for that particular country. Hence, a decrease in exchange rates is expected for the excess capital
flows. This study aims to analyze the relationship between exchange rates and interest rates, considering the last 10 announcements of the
interest policy of the Central Bank of the Republic of Turkiye. These announcements are between January 19, 2023 and October 26, 2023.
The study used the TL/USD exchange rates and 10-year government bond interest rates to measure the relationship in between these two
variables.

Methodology-The aim of this study is to analyze the relationship between the dollar exchange rate and government bond interest rates for
Turkiye. For this purpose, data is collected for the days when the last 10 policy rates published by the CBRT were announced. Data is obtained
investing.com. Vector Autoregression (VAR) is used to measure the relationship in between two variables. The VAR system is based on
empirical regularities embedded in the data. The VAR model may be viewed as a system of reduced form equations in which each of the
endogenous variables is regressed on its own lagged values and the lagged values of all other variables in the system. Vector Autoregressive
models are widely used in time series researchto examine the dynamic relationships exist in between variables that interact with one
another. Inaddition, VAR models are viable forecasting tools used often by macroeconomic or policy -making institutions. . In this study first,
the stationary levels of the variables are determined by using Unit Root Test. Second, pre-tests of autocorrelation, heteroscedasticity and
normality are conducted for the validity of the VAR model. Third, the short-term relationship between variables is tested by using VAR
Granger Causality Test. Fourth, VAR analysis is utilized by applying Impulse-Response Analysis and Variance Decomposition Analysis . And
finally, the long-term relationship between variablesis tested by using Johansen Cointegration Test. Vector Autoregressionmodel is employed
in this study.

Findings- According to the results of Granger Causality test, government bond interest rates strongly affect the changes of exchange rate.
However, there is no causality from exhange rates to interest rates. Therefore, the changes of interest rates are the main determinants of
the changes of exchange rates in this short period. The results of Impulse-Response Test show that an unexpected shock (an unexpected
increase) in government bond interest rates affects the exchange rates and increases it significantly. More, an unexpected increase in the
exchange rates causes the interest rates on government bond to increase. The results of the variance decomposition test show that 50% of
the change in the variance of the exchange rates in the first period is explained by changes in bond interest while 30% of the change in the
variance of bond interest rates is explained by the changes in exchange rates. The results of Johansen cointegration test support that there
is a stable long-term relationship between dollar exchange rates and government bond interest rates.

Conclusion-This study focuses on the relationship between government bond interest rates and the dollar exchange rates in Turkiye for the
last 10 policy interest rates announcements by Cenral Bank of Turkiye. In summary, the changes in interest rates on bonds affect the changes
in exchange rates more. Data for the days that the CBRT issued the last ten policy rates is gathered for this purpose. The association between
two variables is measured using Vector Autoregression (VAR). According to overall results, the changes in interest rates on bonds affect the
changes in exchange rates more.
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