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Abstract

High bank interest rates have been one of the main problems in certain periods for Turkey. When
the development trend of interest rates is examined, it is seen that interest rates were high in the
past, they decreased between 2002 and 2010, and they have been increasing after the year 2011. In
order to reach low bank interest rates, monetary and fiscal policies are the main tools that can be
used. Therefore, the application of monetary and fiscal policies in a harmonious way has
substantial importance. Within this context, this study is prepared to evaluate the recent experience
of Turkey in terms of harmonious monetary and fiscal policies. In this context, the period after 2010
is included and the period after 2016 is focused especially. Hence, recent approaches and practices
in Turkey in terms of the harmonious policy are examined. As a result of the study, it is determined
in the study that tight monetary policy and loose fiscal policy are applied generally in Turkey.
However, monetary and fiscal policies have begun to be harmonious with the last quarter of 2018.
In this context, the credit interest rate of banks has been decreasing with the last quarter of 2018
which was increasing since 2017. This shows that harmonious policies are so important that low
bank interest rates cannot be reached without the practice of harmonious policies. This is the most
important point that should be stated. Therefore, if it is desired to reach a low credit interest rate of
banks, it is highly recommended that Turkey should always adopt harmonious monetary and fiscal
policies.
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UYUMLU PARA VE MALIYE POLITIKALARININ ONEMi:
TURKIYE’DE KREDI FAiZi UZERINE BiR INCELEME
Ozet

Tiirkiye'de bazi donemlerde yiiksek faiz oranlart temel problemlerden biri olmugstur. Faiz
oranlarmmin gelisim egilimi incelendiginde, ge¢mis oldukca yiiksek, 2002-2010 arasinda diisme
egiliminde ve 2011 yilindan sonra ise yiikselme egiliminde oldugu goriilmektedir. Diisiik faiz
oranlarina ulagmak i¢in, para ve maliye politikalar: kullanilabilecek temel araglardir. Bu nedenle,
para ve maliye politikalarimin uyumlu bir sekilde kullanilmas: kritik oneme sahiptir. Bu baglamda,
Tiirkiye’'de son zamanlarda deneyimlenen para ve maliye politikasinin uyumunun degerlendirmesi
amaciyla bu ¢alisma hazirlanmistir. Bu kapsamda, ¢alismada 2010 ve sonrasi ele alinmig, 2016 ve
sonrasi doneme ise daha fazla odaklamilmistir. Béylece, para ve maliye politikasimin uyumu
acisindan Tiirkiye 'deki giincel uygulama ve yaklasimlar incelenmistir. Caliyma sonucunda,
Tiirkiye'de genel olarak siki para politikasinin ve gevsek maliye politikasinin uygulandig
belirlenmistir. Ancak, 2018 yilimin son ¢eyregi ile birlikte, para ve maliye politikast
uyumlandwrilmaya baslanmigtir. Bu kapsamda, 2017 yilindan beri artis gosteren banka kredi faizi,
2018 yuimin son c¢eyregi ile birlikte diismeye bagslamistir. Bu tablo, uyumlu politikalar
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uygulanmaksizin, diigiik banka kredi faizlerine ulasilamayacagini gostermesi agisindan onem
tasimaktadir. Bu, vurgulanmasi: gereken onemli noktadir. Dolayisiyla, diisiik banka kredi faizine
ulasilmak isteniyorsa, Tiirkiye’nin her zaman i¢in uyumlu para ve maliye politikast uygulamasi
onerilmektedir.

Anahtar Kelimeler: Bankacilik, Faiz Orani, Uyumlu Para ve Maliye Politikalari, Tiirkiye.
JEL Smmflamasi: E31, E58, E63, 024, P44.

1. Introduction

Turkey experienced a variety of problems in macroeconomic indicators before 2002. Some of them
could be summarized as the budget deficit, foreign trade deficit, current account deficit, high
inflation, high-interest rates, and high volatility in foreign exchange rates (FER). Problems in the
mentioned macroeconomic indicators reached the top level with the effects of the 2000 and 2001
crisis (Kartal, 2018).

Although there were a lot of macroeconomic problems in Turkey until 2002, most of them have
been under control for the forthcoming period after 2002. However, troubled times have been seen
in some indicators, specifically inflation and interest rates. So, in order to mention a victory in
struggling with inflation and reaching low bank interest rates, i.e. low-cost credits, application of
harmonious monetary and fiscal policies have enormous importance.

It is anticipated that similar to developed countries, Turkey should practice harmonious policies in
order to have low bank interest rates via inflation. In other words, taken into consideration the
effects and importance of harmonious policies on inflation and bank interest rates, it is expected to
be applied harmonious policies by Turkey. However, Turkey’s application in practices is a question
mark. So, it will be valuable to research and examine recent developments and conditions in
Turkey.

When examining Turkey’s practices, it can be seen that Turkey has applied harmonious policies
sometimes. However, it is hard to say that Turkey always has applied harmonious policies in recent
periods. The policy selection of Turkey changes depending on national and international
conjuncture. As a result of whether monetary and fiscal policies are harmonious or not, inflation
and bank interest rates show different trend such as becoming low/stable or in an increasing trend.

Inflation is important for Turkey because of the fact that there was a painful experience and it
affected Turkey very badly for many perspectives and caused negative effects on lots of
macroeconomic indicators. Similar to inflation, bank interest rates have been important for Turkey
due to fact that Turkey has a bank-based financial system and most of the funds are provided by
credit channel (Yiiksel et al., 2015; Dinger et al., 2016; Kartal et al., 2018). Therefore, increases in
bank interest rates affect all economic actors negatively. That is why it is concentrated in this study
taking into consideration bank interest rates in terms of harmonious monetary and fiscal policies.
Also, the reason, why commercial credit interest rates are taken consideration as the interest rate in
the study, is that most of the credits consist of commercial credits (BRSA, 2018). For this reason, in
the context of the importance of harmonious monetary and fiscal policies, recent developments in
commercial credit interest rates of banks are examined in detail. In addition to these, inflation and
interest rates affect deeply savings in a country which have substantial importance for investments
(Ersin & Duran, 2017).

This paper aims to make an examination and evaluation of the recent situation regarding
harmonious monetary and fiscal policies in terms of interest rates in Turkey. For this purpose, the
credit interest rate of banks is chosen as interest rate indicator. In this context, recent practices of
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Turkey in the harmonization of monetary and fiscal policies are examined. Hence, Turkey’s
practices and choices of policy are defined. As far as it is known, there is no recent study in Turkey
examining the role and the importance of monetary and fiscal policies in terms of harmonious
policy implementation in recent times. So, it is thought that the study has a pioneer and unique
characteristics from this perspective.

This study consists of four parts. After the introduction part, some selected studies in Turkey
regarding monetary and fiscal policies and interest rates are examined within the context of the
literature review in the second part. Practices of monetary and fiscal policies, whether they are
harmonious or not, in Turkey and their effects on credit interest rates of banks are examined in the
third part. Finally, an evaluation is made in the fourth part.

2. Literature Review

There are a lot of studies about interest rates, monetary and fiscal policies in Turkish literature.
Akkaya & Giirkaynak (2012) examine monetary policy from the implementation perspective by
using descriptive statistics method. They conclude that although Central Bank of Republic of
Turkey (CBRT) does not have any responsibility actually, it assumes responsibility to struggle with
credit growth and current account deficit. However, CBRT does not have the necessary instruments
so as to do this. Similarly, Keskin (2018) examine monetary policy from the implementation
perspective by using descriptive statistics method and defines that instabilities resulting from
international capital flows cannot be prevented by only monetary policy instruments.

Another group of studies examines monetary policy from the perspective of effects. Erol (2014)
handles the issue by using descriptive statistics method and states that monetary policy did not
become successful in the global crisis. Erer et al. (2016) examine monetary policy by threshold
vector autoregressive regression method and define that CBRT short-term interest rate affects real
exchange rate positively while but Federal Reserve Bank (FED) affects only the real exchange rate
positively in high inflation period. FED's short-term interest policy is vital for Turkey. Gokalp
(2016) reviews the issue by generalized method of moments and determines that increase in policy
interest rate of CBRT results in the decrease in stock price. Oskay (2017) handles the issue by using
descriptive statistics method and states that it will not be sufficient for the central bank to assume a
duty by focusing on monetary policy in order to ensure price stability and financial stability and to
correct macroeconomic imbalances. Kaya (2018) handles the issue by dynamic stochastic general
equilibrium model and defines that there is a mutual relation between stock returns and monetary
policy shocks.

The last group of studies in the literature examines monetary policy from policy coordination
perspective. Ozyillmaz (2016) handles the issue by using descriptive statistics method and states that
monetary and fiscal policies are not independent of each other, and policy coordination is essential
for effective macroeconomic results. Cukadar & Algan (2018) examine the issue with a similar
perspective by nonlinear time series and determine that there is no relationship between monetary
and fiscal policy variables between 1980 and 2016. Also, the low coordination coefficient shows
that coordination institutions did not work efficiently.

In addition to monetary policy, some studies examine fiscal policy. Yurdakul & Sacgkan (2006)
examine fiscal policy from the effect perspective by Granger causality test. They conclude that
Price stability can be achieved by both appropriate monetary and fiscal policies. Similarly, Diizgiin
(2010) examine fiscal policy with the same approach by ARDL boundary test and he defines that
fiscal policy is more effective than monetary policy in Turkish economy for the period of 1987: Q1-
2007: Q3.

Another group of studies examines fiscal policy from the perspective of implementation. Glinaydin
& Eser (2012) handle the issue by using descriptive statistics method and states that independent
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fiscal policy committee is recommended in order to sustain success by the delegation of the fiscal
policy through maintaining the fiscal discipline. Similarly, Altun6z (2018) examine fiscal policy
with the same approach by ARDL boundary test and he determines that Fiscal policy in Turkey is
efficient in the short run and long run whereas monetary policy is effective only in the short run for
the period of 1992-2016.

The last group of studies in the literature examines fiscal policy from policy coordination
perspective. Ozaktas (2008) handles the issue by Johannsen co-integration test and states that CBRT
can be only successful in reaching the inflation target with the support of the fiscal policy. Simsek
(2008) handles the issue by using descriptive statistics method and defines that instruments of
monetary and fiscal policies should be adopted simultaneously in order to provide financial
stability. Simsek & Altay (2009) conclude that monetary and fiscal policies should be adopted
consistently with each other in order to prevent the crisis. Also, Bozkurt & G6giil (2010) determine
that if coordination were not provided between monetary and fiscal policies, then financial
instability arises. While Tokucu (2010) state that monetary and fiscal policies should be adopted
simultaneously and based on activists approach for getting rid of crisis, similarly (2014) conclude
that decisions of monetary policy should be taken into consideration in fiscal policy
implementation.

Besides monetary and fiscal policies, there are also studies examine interest rate from the
perspective of which determinants affect the interest rate. Some studies research the relationship
between interest rate and inflation. Sever and Mizrak (2007), Mercan (2013), Aytag and Saglam
(2014), Tanridver and Yamak (2015), Atgiir and Altay (2015), Dogan et al. (2016), and Tunal1 and
Eronal (2016) examine this relations by using Granger causality analysis, Gregory-Hansen co-
integration test, Johannsen co-integration analysis, MGARCH, regression, vector autoregression
model and vector autoregressive model. They concluded that inflation, meaning the wholesale price
index, inflation uncertainty, and general price level, is a significant determinant of the interest rate.

Another group of studies examines the relationship between interest rate and FER. Giil et al. (2007),
Sever and Mizrak (2007), and Ekinci et al. (2016) examine this relation by using Granger causality
analysis, regression and vector autoregressive model. They determined that FER, meaning USD and
EUR, are significant determinants and increase causes of the interest rate.

The last group of studies in the literature examines the relationship between interest rate and
different indicators. Demir and Sever (2008) analyze the effect of public domestic borrowing on
interest rate by using Johansen co-integration analysis and determine that there is a correlation
between interest rate and public domestic borrowing. Durgut (2010) analyzes the effect of the real
money supply, public debt stock, and real exchange rate on interest rate by using Johansen co-
integration analysis and determines that these are indicators of the interest rate. Oztiirk and Durgut
(2011) analyze the effect of domestic debt stock on interest rate by using Johansen co-integration
analysis and determine that there is a positive long-run relationship between domestic debt stock
and interest rate. Akinci and Yilmaz (2016) analyze the effect of economic growth, exchange rate,
money supply, external debt service, current account balance, and inflation rate on interest rate by
using Johansen co-integration analysis and define that these indicators have statistically significant
effects on the interest rate.

When examining studies in the literature as a whole, any study examining the role and the
importance of monetary and fiscal policies in terms of harmonious policy implementation exists.
For this reason, there is a need such a study. In the present study, it is aimed to determine current
practices in the coordination of monetary and fiscal policy in Turkey in terms of credit interest rate.

3. An Examination upon Practice of Harmonious Monetary and Fiscal Policies in Terms of
Credit Interest Rate of Banks in Turkey

91



Mustafa Tevfik Kartal

In the context of the examination of harmonious monetary and fiscal policies, firstly developments
of interest rate in Turkey are examined. Secondly, developments of FER and inflation, which have
an effect on credit interest rate in Turkey, are examined. After that, monetary and fiscal policy
practices are examined. As a last, the effects of monetary and fiscal policy practices on credit
interest rate changes are discussed.

3.1. Developments of Interest Rate In Turkey

Most of the countries are dependent on credit opportunities for financing economic activities.
Turkey is also one of these countries that financial markets consist of mainly the banking sector. In
other words, most of the economic activities in Turkey are funded by the banking sector. For this
reason, the credit interest rate of banks has crucial importance in Turkey. Figure 1 shows the
development trend of interest rate in Turkey since 2002.
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Fig. 1. Bank Credit Interest Rate since 2002 in Turkey (%). Source: CBRT, 2018a.

When the development trend of interest rate in Turkey examined, it can be seen that the interest rate
was 60% as of 2002 January and it decreased to 8% as of 2011 January by declining. The interest
rate, which gradually increased in the following periods, increased 17% as of 2017 December. The
interest rate has sustained its upward trend due to the effects of national and international
macroeconomic developments and has reached 35% at the end of 2018 September. Also, this level
is the highest level that interest rate has reached after 2004. As of 2018 October end, the interest
rate has become 30%.

In order to understand better how bank credit interest rate has been changing recently, it would be
better to examine the period since 2010 and focus the period since 2016 in detail. Figure 2 shows
the development of the interest rate in Turkey since 2010.
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Fig. 2. Bank Credit Interest Rate since 2006 in Turkey (%). Source: CBRT, 2018a.

As Figure 2 indicates, interest rate moved horizontally throughout 2010 approximately at the level
of 10%. Interest rate increased to the level of 14% as of 2011 end, decreased to the level of 12% as
of 2012 end, decreased to the level of 11% as of 2013 end, increased to the level of 12% as of 2014
end, increased to the level of 16% as of 2015 end, decreased to the level of 14% as of 2016 end and
increased to the level of 17% as of 2017. This structure shows that the interest rate has moved the
range of 10%-17% between 2010 and 2017.

On the other hand, as Figure 2 indicates, the important changes and volatility in interest rate have
been seen in 2018. The interest rate has remained 17% still as of 2018 April which is same to the
level as of 2017 December. However, after that time, the picture began to change. Interest rate
increased to 18% as of 2018 May, increased to 22% as of 2018 June, increased to 23% as of 2018
July, increased to 28% as of 2018 August, increased to 35% as of 2018 September, decreased to
33% as of 2018 October, decreased to 30% as of 2018 November. The figure for the last year shows
that there are some problems and misapplication of the policies in Turkey causing an increase in
interest rate.

3.2.Developments of FER and Inflation

Changes of interest rate result mainly from developments of macroeconomic indicators. The most
important macroeconomic indicators affecting interest rate in Turkey are FER and inflation. In
order to understand changes occurring in interest rate, examination of developments in FER and
inflation is a must. In this context, Figure 3 shows the development of FER in Turkey since 2010.
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Fig. 3. FER in Turkey (%). Source: CBRT, 2018a.

FER in Turkey is quite stable between 2002 and 2010. As Figure 3 indicates, FER also moved
nearly horizontally until 2017 end. At that time, 1 USD was 3.85-TL and 1 EUR was 4.56-TL.
However, the picture began to change with the year 2018 depending on the deterioration in
macroeconomic indicators of Turkey. USD/TL FER increased to 4.06-TL as of 2018 April,
increased to 4.42-TL as of 2018 May, increased to 4.64-TL as of 2018 June, increased to 4.76-TL as
of 2018 July, increased to 5.74-TL as of 2018 August, increased to 6.38-TL as of 2018 September.
After that pick point, USD/TL FER decreased a bit and it has been 5.38-TL as of 2018 November.

EUR/TL FER followed a similar pattern to USD/TL FER. EUR/TL FER. EUR/TL FER increased
to 4.99-TL as of 2018 April, increased to 5.23-TL as of 2018 May, increased to 5.42-TL as of 2018
June, increased to 5.56-TL as of 2018 July, increased to 6.62-TL as of 2018 August, increased to
7.44-TL as of 2018 September. After that pick point, EUR/TL FER decreased a bit and it has been
6.12-TL as of 2018 November. The picture regarding FER, including USD/TL and EUR/TL, tells
that there is some misapplication of the policies in Turkey causing the increase in FER.

FER cause an increase in inflation and hence they affect interest rate in this way. Therefore, in
addition to FER, following changes in inflation is important for the interest rate. So, Figure 4 shows
the development of inflation, including the consumer price index (CPI) and the producer price index
(PPI), in Turkey since 2010.
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Fig. 4. Annual Inflation in Turkey (%). Source: Turkish Statistical Institute (TSI), 2018.

Inflation in Turkey is quite stable between 2002 and 2010 at around 10%. This picture shows a
similar trend with the interest rate and FER. As Figure 4 indicates, inflation moved nearly
horizontally until 2016 end. At that time, CPl was 38.53% and PPl was 9.94%. However, the
picture began to change with the year 2017 depending on the deterioration in macroeconomic
indicators of Turkey. CPI increased to 11.92% and PPI increased to 15.47% as 2017 December.
This negative trend continued in 2018. The most current figure for CPI is 20.02% and for PPI is
31.71% as of 2018 November. The picture regarding inflation, including CPI and PPI, shows that
there is some misapplication of the policies in Turkey causing the increase in inflation.

3.3. Practices of Monetary Policy

To understand the effects of monetary policy on credit interest rate of banks, what practices of the
monetary policy have been applied should be reviewed firstly. As it is known, CBRT has applied
interest corridor approach for a while and it has given up this approach by completing simplification
process regarding the operational framework of the monetary policy on 06.01.2018 (CBRT, 2018b).
Figure 5 shows the development of interest rates used in interest corridor approach of CBRT since
2010.
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Fig. 5. Interest Corridor and CBRT Interest Rates (%). Source: CBRT, 2018b.

As Figure 5 indicates, interest rates used in interest corridor approach moved nearly horizontally
until 2013 May end. At that time, 1-week repo auction rate was 4.50%, marginal funding rate was
6.5% and late liquidity window rate for lending was 10%. However, the picture began to change
with the 2014 January depending on the deterioration in macroeconomic indicators of Turkey. 1-
week repo auction rate increased to 10% and the rate moved horizontally until 2018 May end at the
around of 8%. Meanwhile, late liquidity window rate for lending, which shows actual interest in the
market, increased to 16.5% as of 2018 May end. In the simplification process regarding the
operational framework of the monetary policy, 1-week repo auction rate was determined as 17.75%,
marginal funding rate was determined as 19.25% and late liquidity window rate for lending was
determined as 20.75% in 2018 June. The latest figures for the interest rates are 24%, 22.50%, and
25.50% as of 2018 October respectively.

In addition to interest corridor approach used by CBRT, the volume of emission is an important
indicator in terms of monetary policy. Figure 6 shows the development of the volume of emission
of CBRT since 2010.
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Fig. 6. The volume of Emission in Turkey (Billion TL). Source: CBRT, 2018a.

As Figure 6 indicates, the volume of emission had an upward trend continuously except for some
periods like May, September in 2017 and, January, September, October, and November in 2018.
Also, change examination of the volume of emission over time would be much more helpful in
understanding the changes in the volume of emission. Figure 7 shows the changes in the volume of
emission of CBRT since 2010.
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Fig. hange in Volume of Emission in Turkey (Billion TL, changes compared to the previous

month). Source: CBRT, 2018a.

As Figure 7 indicates, change in the volume of emission was quite low till the end of the 2017 July.
This changing trend can be evaluated as an adjustment according to monetary policy, inflation and
economic growth. However, this condition changed after that time. Wavelength has become greater
since 2017 August and major changes in the volume of emission were seen in 2017 and 2018. The
volume of emission was increased TL 15.5 billion TL and reached to TL 143.1 billion as of 2018
August. As of 2018 September, it was decreased TL 12.9 billion TL and reached to TL 130.2 billion
returning nearly 2018 July volume of emission level. Change the speed of volume of emission has
been low from 2017 October to the end of 2018 May. The volume of emission was increased TL
11.7 billion TL and reached to TL 146.8 billion as of 2018 June. At the end of 2018 August,
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Volume of emission was increased TL 20 billion TL compared to the previous month and reached
to TL 165.7 billion. The volume of emission was decreased in the following month, 2018
September, October, November, by TL 13.5 billion TL, TL 10.4 billion and TL 5.5 billion
respectively, hence it has become TL 136.3 billion at the end of 2018 November which is very near
to the level of 2018 May.

As it can be understood from the developments mentioned above, CBRT has difficulty in taking
necessary actions in some periods in terms of policy interest rates. For example, CBRT did not take
necessary actions by not to increase 1-week repo auction rate (policy interest rate) between 2016
November and 2018 June although market interest was increasing. Instead, CBRT preferred to
increase late liquidity window rate for lending. However, CBRT had to change this approach by
increasing all interest rate dramatically in interest corridor in 2018 June.

Similar to the interest rate in interest corridor, CBRT has difficulty in taking necessary actions in
some periods in terms of volume of emission. For example, CBRT did not take necessary actions by
not to take stable or decreasing emission between 2017 August and 2018 August although inflation
was increasing. Instead, CBRT preferred to increase the volume of emission at a substantial amount
compared to the previous month in 2017 August, 2018 June, and 2018 August. However, CBRT
had to change this approach. In this context, CBRT decreased the volume of emission dramatically
at the amount of TL 13.5 billion in 2018 September, at an amount of TL 10.4 billion in 2018
October, and at an amount of TL 5.5 billion in 2018 November.

As general, in terms of monetary policy, it can be concluded that CBRT has been practicing tight
monetary policy. In other words, CBRT has been fulfilling its responsibilities generally. However,
this does not mean that there are not any problematic times. Unfortunately, CBRT was late in taking
necessary actions in terms of interest rates in interest corridor and volume of emission.

3.4. Practices of Fiscal Policy

Besides monetary policy, fiscal policy is also important in terms of effects on the credit interest rate
of banks. So, what practices of the fiscal policy have been applied should be examined first.

Fiscal policy is described as “usage of fiscal instruments for a target aiming at providing economic
balance or eliminating economic imbalances”. In this context, such policies as tax policy,
expenditure policy, borrowing policy, and other policies, including foreign trade policy, incentive
policy etc., are used (Vergidosyasi, 2018). In practices of these types of policies, public spending,
public revenue, budget deficit/surplus, and borrowing are main policy instruments and they have
importance in terms of fiscal policy (Ekonomihukuk, 2018). For this reason, to understand which
type of fiscal policy has been deployed in Turkey, examination of developments in these policy
instruments is required. Figure 8 shows the changes in the main indicators of fiscal policy since
2010.
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Fig. 8. Changes in Main Fiscal Policy Indicators (Billion TL, annual based). Source: CBRT, 2018a.

As Figure 8 indicates, budget balance, which is the result of budget figures and can be described as
the difference between budget revenues and budget expenditures, is negative. In other words, there
are budget deficit practices in Turkey which means that loose fiscal policy has been applied over
time. When figures are examined, the budget deficit is around TL 15 billion TL between 2010 and
2014. However, this picture began to change after that time. The budget deficit was TL 18.2 billion
in 2015, TL 30.2 billion in 2016, TL 27.6 billion in 2017. There is no budget deficit as of 2018
November and even there is TL 5.2 billion budget surplus. This picture means that Turkey has been
giving up budget deficit approach which stands for loose fiscal policy. Instead, Turkey has
beginning to deploy budget surplus approach which stands for tight fiscal policy.

In addition to the main indicators of fiscal policy, practices of incentive policy are important in
terms of fiscal policy. When practices of incentives are examined, it can be seen that there are a
variety of incentives packages regarding local and foreign investments, supports labor social
security premiums and tax liabilities. These practices show that loose fiscal policy is applied with
these incentive practices in order to sustain economic growth although they result in inflation. So, it
can be said that said that loose fiscal policy is chosen while tight monetary policy is applied for
macroeconomic aims and targets.

As it can be understood from the developments mentioned above, fiscal policy has some
deficiencies. As general, in terms of fiscal policy, it can be concluded that loose fiscal policy has
been preferred in Turkey. In other words, the government has preferred to apply the loose fiscal
policy in order to finance and sustain economic growth except for 2018 that there is a budget
surplus as of 2018 November.

3.5. Discussion about Effects of Monetary and Fiscal Policies’ Practices on Credit Interest
Rate

After practices of monetary and fiscal policies in Turkey are examined in the previous subunits,
effects of practices of monetary and fiscal policies are discussed in this subunit. When we examine
the trend of credit interest rates in Turkey, it has been increasing recently. This is an important
problem for Turkey economy due to the fact that Turkey has a bank-based financial system and
most of the economic activities are funded by banks via credit channel. For this reason, keeping
credit interest rates of bank lower is so crucial in Turkey.

Interest rates are mainly affected by practices of monetary policy in the short run and practices of
fiscal policy in long run. As examined in earlier parts of the study, monetary policy is applied as
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tight whereas fiscal policy applied as loose as general except for exceptional periods. In other
words, while CBRT has trying to keep under control monetary base and inflation in Turkey and it
has been succeeding to lower credit interest rate in the market, ministry of finance has been
expanding expenditures and hence it has been succeeding to sustain economic growth in Turkey.
This means that there are dilemmas between the aims and priorities of monetary and fiscal policies.
While CBRT has been focusing on inflation and price stability, the ministry of finance has been
focusing on economic growth. Economic growth has been preferred instead of inflation in some
periods in Turkey. In these periods, fiscal policy is incompliant with monetary policy. This causes
unharmonious monetary and fiscal policy practices in Turkey.

Because of the fact that there are unharmonious monetary and fiscal policy practices in Turkey, the
credit interest rate of banks has been increasing recently. If Turkey needs credit financing, wants to
decrease and reach credit interest rate of banks, there is no another way except for applying
harmonious monetary and fiscal policy practices. Otherwise, the credit interest rate of banks will
continue to increase. In this context, the ministry of finance should support CBRT much more in
struggling with inflation. Hence, all macroeconomic indicators of Turkey including the credit
interest rate of banks will decrease with the harmonious monetary and fiscal policy practices.

4. Conclusion

Credit interest rate of banks is very crucial for a lot of countries, especially Turkey which has a
bank-based financial system. That is why Turkey needs extensive financing due to fact that it is an
emerging country. However, Turkey does not have enough internal savings. For this reason, the
credit of banks is a substantially important resource for finance.

Besides providing credit opportunity, the level of the credit interest rate of banks is also important.
In order to keep the credit interest rate of banks lower, harmonious practices in monetary and fiscal
policies are very important in countries.

In the study, it is aimed at evaluating Turkey's practices in monetary and fiscal policies and the
effects of them on credit interest rates of the bank. Within this framework, the period after 2010 is
included and the period after 2016 is focused especially.

By considering the analysis results of the study, it is concluded that tight monetary policy and loose
fiscal policy are applied in Turkey generally. However, this structure has begun to change. Turkey
has been starting to apply harmonious monetary and fiscal policies in 2018 last quarter. Hence, the
credit interest rate of banks has begun to decrease. Although the credit interest rate of banks reached
34.51% in 2018 September, it has decreased to 29.82% as of 2018 November end.

If Turkey continues to apply harmonious monetary and fiscal policies in the forthcoming period, the
credit interest rate of banks will decrease much more in near future. Therefore, Turkey should give
additional attention to applying monetary and fiscal policies harmoniously with each other. Within
this context, increasing and sustaining the independence of the CBRT is very important. Besides,
excess consumption causing an increase in inflation should be minimized in order to support and
comply with the monetary policy. Also, efforts for increasing in production capacities of Turkey
should be increased with the support of harmonious monetary and fiscal policies. Hence, the
economy will grow on one side and credit interest rate will decrease on the other side.

In this study, it is aimed to establish a basis for the subject. It is recommended for the next studies
that harmonization between monetary and fiscal policies could be examined by using
statistical/econometrics methods/models. Hence, the literature regarding the subject could be
deepened.

99



Mustafa Tevfik Kartal

REFERENCES

Akinci, M., & Yilmaz, O. (2016). The trade-off between Inflation and Interest Rate: A Dynamic
Least Squares Method for Turkish Economy in the Context of Fisher Hypothesis.
Sosyoeconomy, 24(27), 33-56.

Akkaya, Y., & Girkaynak, R. S. (2012). Current Account Deficit, Budget Balance, Financial
Stability, and Monetary Policy: Reflections on a Gripping Episode. Economics, Business
Administration and Finance, 27(315), 93-119.

Altundz, U. (2018). Which one is Right? Monetarists or Keynesians? The Effectiveness Analysis of

the Monetary and Fiscal Policy for Turkish Economy. Journal of International Social
Research, 11(56), 695-708.

Atgiir, M., & Altay, O. (2015). Relationship between the Inflation and Nominal Interest Rate: The
Case of Turkey (2004-2013). Journal of Management & Economics, 22(2), 521-533.

Aytag, D., & Saglam, M. (2014). Relationship among Public Deficits Domestic Debt and Interest
Rate: Turkey Case. Eskisehir Osmangazi University Economics and Administrative Sciences

Journal, 9(1), 131-148.

Bozkurt, C., & Gogiil, P. K. (2010). Coordination of Monetary and Fiscal Policies. Journal of
Academic Researches and Studies, 2(2), 27-44.

BRSA. (2018). Turkish Banking Sector Main Indicators as of 2018 September,
http://www.bddk.org.tr/ContentBddk/dokuman/veri_0023_05.pdf, 02.12.2018.

CBRT. (2018a). EVDS (Data Central). https://evds2.tcmb.gov.tr/index.php?/evds/serieMarket,
28.12.2018.

CBRT. (2018Db). Central Bank Interest Rates.
https://www.tcmb.gov.tr/wps/wem/connect/en/tcmb+en/main+menu/core+functions/monetary
+policy/central+bank+interest+rates, 05.12.2018.

Cukadar, P. O., & Algan, N. (2018). Institutional Change and Economic Policy Coordination for
Turkey. Business & Economics Research Journal, 9(3), 513-529.

Coban, H., & Deyneli, F. (2014). Economic Coordination and Overview of Economic Coordination
Committees in Turkey. Journal of Economic and Social Researches, 10(1), 13-26.

Demir, M., & Sever, E. (2008). The Effects of Public Domestic Debt on the Rate of Growth,
Interest and Inflation. Electronic Journal of Social Sciences, 7(25), 170-196.

Dinger, H., Hacioglu, U., & Yiiksel, S. (2016). Performance Assessment of Deposit Banks with
CAMELS Analysis Using Fuzzy ANP-MOORA Approaches and an Application on Turkish.
Asian Journal of Research in Business Economics and Management, 6(2), 32-56.

Dogan, B, Eroglu, O., & Deger, O. (2016). The Causal Relationship between Inflation and Interest
Rates: The Case of Turkey. Cankirt Karatekin University Journal of the Faculty of Economics
and Administrative Sciences, 6(1), 405-425.

Durgut, D. (2010). Macroeconomic Factors Influencing Interest Rate: An Empirical Analysis for
Turkey. Zonguldak Karaelmas University, Master Thesis.

Diizgiin, R. (2010). Effectiveness of Monetary and Fiscal Policies in Turkish Economy. The Journal
of International Social Research, 3(11), 230-237.

Ekinci, E. B. M., Alhan, A., & Ergor, Z. B. (2016). Nonparametric Regression Analysis: Examining
the Relationship between Interest Rate, Inflation and Exchange Rate. Banking and Insurance
Research Journal, 2(9), 28-37.

100


http://www.bddk.org.tr/ContentBddk/dokuman/veri_0023_05.pdf
https://evds2.tcmb.gov.tr/index.php?/evds/serieMarket
https://www.tcmb.gov.tr/wps/wcm/connect/en/tcmb+en/main+menu/core+functions/monetary+policy/central+bank+interest+rates
https://www.tcmb.gov.tr/wps/wcm/connect/en/tcmb+en/main+menu/core+functions/monetary+policy/central+bank+interest+rates

Ekonomi, Isletme ve Maliye Arastirmalar: Dergisi, Cilt 1, Sayr 2, 2019, s. 8§8-102

Ekonomihukuk. (2018). What is Fiscal Policy? Tools, Purposes, Applications.
https://ekonomihukuk.com/maliye/maliye-politikasi, 25.12.2018.

Erer, E., Erer, D., Cayir, M., & Altay, N. O. (2016). The Effects of Monetary Policies by CBRT,
FED and ECB on Turkish Economy: An Analysis for 1994-2014 Period. Socioeconomic,
24(3), 285-305.

Erol, 1. (2014). Global Financial Crisis, the Monetary Policy and Islamic Banks. Gift toProfessor
Naci Birol Muter.
https://www.researchgate.net/profile/Evrim_Kabukcu/publication/318300104 Cok_Uluslu_Si
rketlerin_Yerel Ekonomik Gelismeye Inovatif Katkilari/links/596155a30f7e9b8194578520/
Cok-Uluslu-Sirketlerin-Yerel-Ekonomik-Gelismeye-Inovatif-Katkilari.pdf#page=229,
02.12.2018.

Ersin, 1., & Duran, S. (2017). Faizsiz Finans Déngiisiinii Olusturma Agisindan Adil Ekonomik
Diizen Sdyleminin Kredilesme Ilkeleri Ve Uygulanabilirliginin Degerlendirilmesi. Electronic
Turkish Studies, 12(8).

Gokalp, B. T. (2016). The Effect Of Monetary Policy Decisions On Stock Prices. Suleyman
Demirel University Journal Of Faculty Of Economics & Administrative Sciences, 21(4),
1379-1396.

Giil, E., Ekinci, A., & Ozer, M. (2007). The Causal Relationship between Interest Rates and
Exchange Rates in Turkey: 1984-2006. Journal of Economic, Management and Finance,
22(251), 21-31.

Giinaydin, 1., & Eser, L. Y. (2012). Is an Independent Fiscal Policy Committee Feasible? Journal of
Fiscal, 163, 36-60.

Kartal, M. T. (2018). New Player to Turkish Financial Markets: Turkey Product Specialized
Exchange’s Role and Potential Contributions. 5. International Social Humanities and
Administrative Sciences Symposium, Abstract Book, 209-210.

Kartal, M. T, Ibis, C., & Catikkas, O. (2018). Adequacy of Audit Committees: A Study of Deposit
Banks in Turkey. Borsa Istanbul Review, 18(2), 150-165.

Kaya, E. (2018). The Relationship Stock Returns and Monetary Policy Shocks. Journal of
Accounting, Finance and Auditing Studies, 4(3), 241-257.

Keskin, N. (2018). The Role of Capital Flows in the Adoption of New Monetary Policy Approach
in Turkey after The Global Crisis and an Assessment on Capital Controls. Journal of
Administrative Sciences, 16(31), 161-195.

Mercan, M. (2013). Testing the Long-Term Relationship between Inflation and Nominal Interest
Rates under Fisher Hypothesis: The Case of Turkey. Ataturk University Journal of Economics
& Administrative Sciences, 27(4), 368-384.

Oskay, C. (2017). Efficiency of New Monetary Policy Implementation of the Central Bank of the
Republic of Turkey after the Global Financial Crisis. Institutions, National Identity, Power,
and Governance in the 21% Century, Proceeding Book, 347-368.

Ozaktas, F. D. (2008). Determination of Price Level New Approaches and Turkey's Experience.
Journal of Academic Inquiries, 3(1), 157-174.

Oztiirk, N., & Durgut, D. (2011). Determinants of Interest Rate: An Empirical Analysis for Turkey.
International Journal of Alanya Faculty of Business, 3(1), 117-144.

Ozyillmaz, A. (2016). Coordination of Monetary and Fiscal Policy Efficiency on the Macro
Economic Goals. Balkan and Near Eastern Journal of Social Sciences, 2(1), 28-34.

101


https://ekonomihukuk.com/maliye/maliye-politikasi
https://www.researchgate.net/profile/Evrim_Kabukcu/publication/318300104_Cok_Uluslu_Sirketlerin_Yerel_Ekonomik_Gelismeye_Inovatif_Katkilari/links/596155a30f7e9b8194578520/Cok-Uluslu-Sirketlerin-Yerel-Ekonomik-Gelismeye-Inovatif-Katkilari.pdf#page=229
https://www.researchgate.net/profile/Evrim_Kabukcu/publication/318300104_Cok_Uluslu_Sirketlerin_Yerel_Ekonomik_Gelismeye_Inovatif_Katkilari/links/596155a30f7e9b8194578520/Cok-Uluslu-Sirketlerin-Yerel-Ekonomik-Gelismeye-Inovatif-Katkilari.pdf#page=229
https://www.researchgate.net/profile/Evrim_Kabukcu/publication/318300104_Cok_Uluslu_Sirketlerin_Yerel_Ekonomik_Gelismeye_Inovatif_Katkilari/links/596155a30f7e9b8194578520/Cok-Uluslu-Sirketlerin-Yerel-Ekonomik-Gelismeye-Inovatif-Katkilari.pdf#page=229

Mustafa Tevfik Kartal

Sever, E., & Mizrak, Z. (2007). Relations between Foreign Currency, Inflation and Interest Rate:
Turkey Practice. Selcuk University Social and Economic Research Journal, 7(13), 264-283.

Simsek, H. A. (2008). Financial Crisis and Fiscal Policies during Globalization Process: A
Theorical Evaluation. Suleyman Demirel University Journal of Faculty of Economics &
Administrative Sciences, 13(1), 183-208.

Simsek, H. A., & and Altay, A. (2009). Evaluation of the Fiscal Policy in Turkey in Global Crisis
Environment. Journal of Finance-Politic and Economic Reviews, 528, 11-23.

Tanriover, B., & Yamak, N. (2015). Analysis of Nominal Interest Rate-General Price Level
Relationship within the Framework of Gibson Paradox. Journal of Finance, 168, 186-200.

Tokucu, E. (2010). The 2007 Financial Crisis and Monetary Policies: On the Monetary Policies’
Failure. The Ekonomik Yaklasim, 21(76), 31-54.

TSI. (2018). Inflation Statistics. http://www.tuik.gov.tr/UstMenu.do?metod=temelist, 02.12.2018.

Tunali, H., & Eronal, Y. Y. (2016). Relation between Inflation and Interest Rates: Validity of Fisher
Effect in Turkey. Siileyman Demirel University Journal of Faculty of Economics &
Administrative Sciences, 21(4), 1415-1431.

Vergidosyasi. (2018). Fiscal Policy and Components. https://vergidosyasi.com/2017/07/02/maliye-
politikasi-ve-bilesenleri, 25.12.2018.

Yurdakul, F., & Sagkan, O. (2007). Monetary and Fiscal Policy Dominant Regimes in Determining
the General Price Level. Ankara University Journal of Faculty of Political Sciences, 62(2),
220-236.

Yiiksel, S., Dinger, H., & Hacioglu, U. (2015). CAMELS-Based Determinants for the Credit Rating
of Turkish Deposit Banks. International Journal of Finance & Banking Studies, 4(4), 1-17.

102


http://www.tuik.gov.tr/UstMenu.do?metod=temelist
https://vergidosyasi.com/2017/07/02/maliye-politikasi-ve-bilesenleri
https://vergidosyasi.com/2017/07/02/maliye-politikasi-ve-bilesenleri

