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Chakras and Credit Channels� 
Last week�s shocking data disclosures did not only increased the likelihood of a 
U.S. recession, but also the fears that this downturn may impact a wider range of 
the countries, particularly the Eurozone, were deepened. The key developments 
that gave rise to this outlook were the weaker-than-expected Eurozone Services 
PMI followed by a plunge in the same index for the U.S. so severely that many 
found it hard to believe. Those figures intensified the recession woes, but at 
the same time they hinted that the uncertainty would keep surrounding the 
economy for some time. Even this ambiguity itself will likely harm the 
economy via the credit channels. While the question centers on whether 
the developments will lead the U.S. economy into a recession or into a 
much measured slowdown with more subdued repercussions to the World, 
the adverse effects have already been taking place independent of the 
answer.  

Having talked about the popular PMI indices, we believe that the two other data 
released in the U.S. and Turkey last week were important for the outlook, as well. 
The Banks� Loan Survey displays how eager the banks are to provide loans to 
different client groups, such as the SMEs, large enterprises or consumers. The 
survey has been conducted in Turkey since September 2004 and has a much 
longer history in the U.S. Glancing at the situation in the U.S., while the credit 
standards has been in a tightening trend since 3Q07 that coincides with the start 
of the mortgage crisis, in 1Q08 they deteriorated to levels similar to the 2001 
recession. This weakening is valid for both the large sized and small sized 
enterprises. 

This picture first weighs on the U.S. economy. Nevertheless, Turkey, which 
needs hefty external financing, may be under pressure as well. Herein it is 
worthwhile to quote from our October Glocal Economist report of last year: �In the 
period ahead, the real sector may have harder time at home as the support of 
last years� positive foreign outlook is decaying. The recovery of the domestic 
demand which was prevalent after the elections has failed to be permanent, and 
we do not expect to see a distinctive contribution to the growth from that side. We 
foresee that the credit growth will be degraded as the banks� funding facilities 
from abroad will likely continue being restricted further for a long period of time, 
as this presumption also gives support to our expectation for the absence of 
much support from domestic demand.�   

Glancing at the historical data, it is seen that the previous episodes of such credit 
tightening abroad did not immediately show up as dampened long term external 
credit use in Turkey, but rather the impact was spread through time and lived for 
long. We analyzed two indicators to track this impact. The first is the ratio of the 
credits used by enterprises and banks from abroad to the GNP. The decline of 
this ratio remained subdued during 2001 crisis. Against this, the indicator could 
enjoy the benefits in periods of improvements in the credit conditions only with 
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