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Midnight in the Garden of Good and Evil� 
The markets spent the last 9-month period in nightmare, after the sub-prime 
jitters first broke out in the U.S. in September 2007, followed by a series of huge 
losses in the U.S. and European financial institutions. During this term, the 
scenarios over global growth started to be built up on the more bearish 
assumption of �a U.S. recession, which seemed more likely to be followed by 
other developed countries, such as the Eurozone and Japan, accompanied by a 
measured slowdown in the developing countries� compared to the relatively more 
optimistic scenario previously outlined by a �measured slowdown in the U.S. and 
a robust growth elsewhere.� As usual, the financial markets reflected these 
altered perceptions to the valuations right away. This painful process suffered the 
severest trauma in the pre-math of the March 18th FOMC meeting, where the Fed 
had introduced an aggressive rate cut and initiated a set of liquidity measures, 
while the total loss between the peak and the bottom levels reached 18% in the 
U.S. based on the S&P index, and around 25% in Europe, based on the 
Eurostoxx50 index. Afterwards, there was a visible rebound. At this point, the 
most important and difficult question to answer is whether this collapse is 
an accurate reflection of the meltdown in the finance and real sector that 
has already been and will likely be suffered going forward. We honestly wish 
we had a clear answer to that. Yet, the only thing we can say right now is that the 
new data disclosures have been shaping our evaluations over this issue and will 
continue doing so in the upcoming term. The March readings, as well as the 
recent term trend, of the PMI indices, which are the best leading indicators 
for growth, are yet quite far from indicating a deep U.S. recession and 2% 
growth rate that would be consistent with a significant stagnation for global 
economy. While that index has been hovering somewhere between 48 � 50 in 
the last four months, signaling a limited contraction, the values are still above 40 
� 45 levels suffered at deep recession periods.  
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Coming to Eurozone, the index that remained flat at the vicinity of 52 in the last 
four months is very much consistent with a measured slowdown. In Japan, 
however, the reading tumbled below the critical 50 level that separates periods of 
contraction from expansion and this was taken as a clue for stagnation.  

In his testimony at the U.S. Congress, Fed Chairman Bernanke made 
remarks that affirmed the picture depicted above. It was the first time that 
Bernanke admitted the possibility of a U.S. recession. However, he expected that 
the rate cuts and emergency measures (boosting liquidity and tax rebates) would 
likely support growth in the second half of the year. He also clearly specified 
which indicator needs to be monitored to understand the outset of a permanent 
rebound. The housing will be the key sector for that purpose, according to 
the Chairman, who claimed that the timing for a return to growth path 
would overlap with the cease of the decline in the house prices and home 
sales, which have been continuously retreating. Regarding his comments 
over the past, he first alluded the wrong policy of former Chairman Greenspan 
term. Quoting Bernanke�s words �The financial crisis, I think, is the unwinding of 
what was an excessive credit boom in the years up through middle of last year. 
For a variety of reasons, global interest rates were quite low, and that generated 
strong efforts to reach for yield, as it was said, and so there was a lot of risk 
taking.� Saying these words, he criticized a failure of the past, but at the same 
time he was attempting to hint that the further aggressive rate cuts to below 
2.25% should not be expected. This was exactly what the market read from his 
comments, as the amount of rate cut expectations have regressed to 25 bps for 
the FOMC meeting on April 30th that is also seen as the last move in the current 
easing cycle.  

It is not hard to claim that the markets would likely believe more in the story 
of �a soft recession in the U.S. and a measured slowdown in Japan and the 
Eurozone,� if the data flows keep supporting this outlook further in the next 
couple of months and the finance sector does not produce shockingly bad 
news. As to the emerging market universe, a visible deceleration of growth has 
never been considered as an alternative. Only the countries which lean on capital 
flows (portfolio, credit and FDI) to finance their bulky current account deficits 
were seen under some certain risk.  

Turkey could have taken advantage of this process and used it as a chance 
for recovery, if the country had not proceeded to this period with a 
decelerating growth rate, which had started much earlier than the credit 
crunch, and with a growing political tension. Besides, Turkey continues to 
be quoted among the risky emerging markets mentioned above. The growth 
potential is the most important feature behind the Turkey story which makes 
Turkish assets attractive. This in turn is based on the assumption that this strong 
growth will facilitate job creation for the mostly young population of the country, 
while this would supposedly boost welfare and generate a significant consumer 
group (middle-class). Any interruption or weakening in this trend would be an 
obstacle against reaching the happy end, while inflation and current account 
outlooks would determine the upper limit of the pace in this process.  

CNBC-e Consumer Confidence Index (January 2002=100) ABN Amro Turkish PMI  
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The deterioration of the inflation outlook became even more pronounced after the 
fresh data, which erased the rate cut hopes for this year and hence appeared as 
another drag on growth. Moreover, S&P downgraded Turkey�s outlook to 
negative that may possibly hinder the capital flows that are crucial for financing 
the current account deficit. 

As we had noted after 4Q growth rates were disclosed within the week, GDP 
growth rate at 4.5% last year remained below 6.9%, which was achieved in the 
preceding year, demonstrating that the economy continues to decelerate. This 
was also the slowest annual growth performance since 2001 recession. What is 
worse, the deterioration of the growth performance came even before the global 
credit tightening and the financial crises hit Turkey. With the start of the new year, 
the fading risk appetite has started to have adverse affects on Turkish markets, 
while the dismal repercussion of these developments have become evident on 
consumer and real sector confidence. Both of those indices tumbled to the 
historical low levels as of March. This situation hints at a search for a new 
equilibrium between demand and supply. Under these circumstances, the 
downside risks to growth rate for 2008 have been larger, while it is not only 
the external developments that would weigh on the growth performance but 
also the local developments. The most bearish scenario would be the one, 
where domestic political uncertainties and the delayed reform process last further 
for some time, adversely affecting the investment decisions. In that case, the 
duration and magnitude of the slowdown in growth would be independent form 
that of the U.S. recession and would be an important source of concern. 

In conclusion, answering the question of whether the worst is over for the U.S. 
economy, as well as for financial markets that would conceivably reflect this 
turnaround beforehand, is as critical for the overall world. Rather than bearing the 
risk of answering this question, let us say this much: what matters for the market 
movements are the perceptions, and not the realities, while in due course the 
data flow will continue to shape these perceptions, as has been the case till now. 
Unfortunately, instead of getting prepared to benefit from this relatively optimistic 
scenario, Turkey has been putting efforts for just the contrary.  
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Economic and Political Agenda 
! AKP may set the strategy to follow against the case filed to close the party 
when the party�s Central Decision and Administrative Board meet on Monday. 
European Union Commission Head Barroso and EU Commissioner for 
Enlargement Rehn will pay a visit to Turkey on Thursday. The officials may have 
comments over how the political woes at home may affect the country�s 
accession process. The same day, the economy team lead by Economy Minister 
Mehmet Simsek will depart for Washington to participate the IMF-World Bank 
spring meetings. It is claimed that the type of the new agreement, that will be 
valid after the current stand-by is finalized in May, may be decided at this trip.  

! In preparation for Wednesday�s domestic debt service of YTL10.9mn, the 
Treasury will first issue the discount bond tagged with a maturity of 8.04.2009 on 
Monday, followed by the auctions of the new benchmark bond due 13.01.2010 
and FRN due 03.04.2013 on Tuesday.  

Data issuances at Home 

 Importance              Indicator       Unit Date of issuance Fortis 
forecast

Consensus

Medium Industrial Output, Feb. % y/y     Apr. 8th, 7:00 GMT 8.0 7.7
Weak Cash Based PS, Mar. YTL bn April 8th -1.2 -
High CB�s Expectation Survey ,Apr.I - April 9th - -
Medium CNBC-e Cons. Index, Mar. Apr. 10th, 6:00 GMT - -
Medium Capacity Use, Mar.       %   Apr. 10th, 7:00 GMT - -
High C/A deficit, Feb. US$ mn    Apr. 7-11th, 14:00 GMT 4,200 3,687

 

Data issuances Abroad 

Importance Country Indicator Unit Date of Issuance Consensus

Medium U.S. Pending Home Sales, Feb. % m/m Apr. 8th, 14:00 GMT -0.8
High Japan BoJ Rate Decision, Apr. % April 9th 0.5
High U.K. BoE rate decision, Apr. % Apr. 10th, 11:00 GMT 5.00
High Eurozone ECB rate decision, Apr. % Apr. 10th, 11:45 GMT 4.0
Weak U.S. Foreign Trade Balance, Feb. US$ mn Apr. 10th, 12:30 GMT -57.4
Weak U.S. Export & Import Prices, Mar. % Apr. 11th, 12:30 GMT 0.5 & 1.5
Medium U.S. Michigan Sentiment Ind., Apr. - Apr. 11th, 13:55 GMT 69.0

 

 

Macro-Economic and Financial Forecasts 

Macro Economic Outlook of 2006-2009 

2006 2007 2008f 2009f

GDP (TRY - mn) 758.4 856.4 953.1 1,056.8
GDP (US$ - bn) 530.5 658.1 765.5 816.7
GDP Growth (y/y % chg) 6.9% 4.5% 4.5% 5.0%
          
PPI (y/y % chg) 11.6 5.9 10.0 6.5
CPI (y/y % chg) 9.7 8.4 8.5 6.2
          
Trade Balance (US$ - mn) -54.0 -62.8 -68.0 -66.7

Exports (FOB, excl. luggage trade) 85.5 107.2 121.9 138.1
Imports (CIF, incl. gold) 139.6 170.0 189.9 204.8

          
Current Account Balance (US$ - mn) -32.2 -38.0 -42.6 -40.1
Current Account Balance / GDP (%) -6.1% -5.8% -5.6% -4.9%

Financial Indicators Forecasts   

Apr. 4th 1M 3M 6M 12M 2008 2009

US$/TRY 1.2762 1.2950 1.3700 1.3600 1.3300 1.3300 1.3400
EUR/TRY 1.9880 2.0330 2.1250 2.0700 1.9550 2.0000 1.8800
FX Basket 3.2642 3.3280 3.4950 3.4300 3.2850 3.3300 3.2200
EUR/US$ 1.5578 1.5700 1.5500 1.5220 1.4700 1.5040 1.4030
O/N  15.25% 15.25% 15.25% 15.25% 15.25% 15.25% 13.75%
Benchmark Bond  18.50% 18.30% 18.10% 17.00% 16.50% 16.50% 14.75%




