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ABsTRAC This paper studies the drivers of foreign currelenyding by Turkish banks alo
with its consequences for the banking system itiquéar and for the economy in gene
for the period between 2003 and 2009. Our sampdis @n 2009 because foreign curcgn
lending to households in Turkey is banned startimghe second quarter of 2009.
highlight possible risks to the Turkish bankingteys as a result of the system's he
exposure to exchange rate and default risks. Quiirfgs show that deposit damiizatior
seems to be the most important driver of loan dahgion in the case of Turkey. We &
find evidence that larger banks in general teniénd more in foreign currency. There is
evidence that bank cash holdings and their balaméés the Central Banlaffect ban
lending behavior. We also evaluate whether thesitatitaken by the regulatory authori

in Turkey in 2009 to ban foreign currency lendindhbuseholds had merits.
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1. Introduction

Saving and lending in foreign currency or dollatiza is a wide-spread
phenomenon in emerging markets and developing @c@so Until
recently, governments have embraced dollarizatign alowing their
citizens to open foreign currency savings accoamis by enabling them
borrowing in foreign currency. However, the foreigumrency (FC) lending
trend has recently started to reverse itself. Paangle, regulators in
Hungary, Latvia, and Poland have tightened elifybitequirements for
borrowing in foreign currency and have encouragadkb to use moral
suasion to deter retail level foreign currency bating. The authorities in
these countries required banks to disclose the amgeh rate risks of FC
loans to their clients.

In countries like Croatia, Kazakhstan, and Romatrianger provisioning
requirements were also imposed on FC lending (Brawa Haas, 2010).
Ukraine completely banned FC lending to househidate 2008. Turkey
followed by banning all foreign currency loans toukeholds. On June 16,
2009, the Turkish government removed a provisiamfiits existing laws
that had allowed Turkish residents to borrow (fonsumption needs) in FC
from Turkish banks. This ended the era of foreign currency lending in
Turkey at least in the sense of consumer loanp@cations are still allowed
to borrow in FC provided the maturity of the lo@nnore than a year and
the amount announced is more than 5 million USadslor its equivalent in
other foreign currency).

More recently, in 2011, the Korean government bdno@nks and other
financial institutions from investing in FC denoraiad bonds (Kimchi
Bonds) that were used for conversion into localrency by Korean
companies who needed foreign currency financindieOtcountries that
have taken measures to restrict the growth of Rihidoin 2011 include
Angola, Belarus, and Serbia.

* A new provision was added to Decree No. 32, "thev [Regarding the Protection of Value of Turkish
Currency" which enabled Turkish banks to providesifgn currency loans to Turkish residents provittet
the average maturity of each loan is more thanyeae and the loan amount is more than USD5 mioth@n
other hand, following these amendments Turkistdesgs were now only able to obtain foreign indeboeshs
from Turkish banks for commercial or professionafgmses, which meant that Turkish banks could ngdo
provide foreign indexed consumer loans. The law made effective immediately. For more informatiee s
Pekin and Pekin at www.pekin-pekin.com.
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The reversal in policy in emerging market econoniliestrated by the
above examples is note-worthy. It points to a ckangegulators' attitudes
towards dollarization of deposits and loans inrtkeuntries. Understanding
the motivation behind this regulatory shift is infamt for advancing the
dollarization literature.

This paper aims to shed light on the dynamics okigm currency
borrowing and lending in Turkey over a span of seyears prior to the
regulatory change (2003-2009). Our analysis end¥DP because foreign
currency lending to households in Turkey is banstdgting in the second
quarter of 2009. Our goal is not to answer the gpesof why Turkish
regulators adopted the policy change but rathershied light on the
dynamics of foreign currency lending behavior ofkish banks in the run-
up to this policy change. Our findings help to uisteend how the dynamics
of borrowing and lending in FC and may provide ghss into the shift in
policy through an evaluation of the drivers of Fé&hding. Moreover, we
highlight possible systemic risks that arise aesult of Turkey's heavy
exposure to loan dollarization.

We believe that understanding the behavior of Ftlifgy in Turkey is
important for several reasons. As a highly dolkdizeconomy, Turkish
financial system is, by nature, very vulnerable deanges in foreign
exchange rates. Sudden currency movements notaéfelyt saving accounts
but also have a potential impact on banks’ balasiveets. This works
through the transformation of exchange rate riskdédault risk by the
banking system. It is common in dollarized econ@sach as Turkey to
lend and borrow in foreign currency. From a bamdésspective, when faced
with an increase in foreign currency deposit, lagdin foreign currency
may seem as a hedging mechanism. However, thislynea@sforms one
type of risk (exchange rate risk) to another (diefiask) without eliminating
it. Foreign currency lending may have higher defaates during financial
crises compared to local currency ones. Unhedgedigio currency
borrowing in that sense is a threat not only taricial but also to social
stability.

Previous literature has tried to answer the questb why in many
economies households and firms borrow and makesitspo FC. There are
several answers that have emerged over time: Testotheory in literature,
the Currency Substitution Hypothesis, links theseno of money's function
as a store of value to increased rates of savidgceedit dollarizatior. In

2 For more on Currency Substitution Hypothesis,teeesurveys by Calvo and Vegh (1997), Savastan@6)19
and by Giovannini and Turtelboom (1994).
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fact, it has been common for countries with higihaton rates to also have
high dollarization ratios. However, this theoryldaio explain the non-
occurrence of de-dollarization in the wake of dtaiiion of inflation rates

in the countries where dollarization has been vyiokesd®

Another explanation is the so-called Minimum VaoarPortfolio (MVP)
Hypothesis set forth by lze and Levy-Yeyati (2008)d Levy-Yeyati
(2006). The authors focused on the relative vitatilf returns to financial
assets in local and foreign currericRecently Basso, Calvo-Gonzalez, and
Jurgilas (2011) used the MVP framework and showet tnterest rate
differentials matter for the dollarization of bolbans and deposits in the
case of 24 transition economies.

The third and the final view on the persistencedeposit and credit
dollarization is centered on the quality of ingdibas in the dollarized
economy, also known as the institutional view. Tdgiproach suggests that
the lack of credibility in the institutional framenk can lead depositors to
continue saving in foreign currency or to banksctmtinue lending in
foreign currency even after price level has beeabikted (Levy-Yeyati,
2006). There is evidence to the validity of thisdhy as recently highlighted
by Neanidis and Savva (2009) who showed that utgital quality
influences short-run dollarization decisions takgrbanks.

Besides the reasons behind dollarization of saviagd credit in a
banking system, the impact of the heavy exposurekdity dollarization
for banking systems in these economies is also fitapb De Nicolo,
Honohan, and lze (2005) are the first to empincasésess the effect of
dollarization of bank deposits on the financialp@ng of a country.Their
findings suggest that mainly for higher inflationoeomies, dollarization
strengthens the financial system through the moderaeffect of
dollarization on the adverse effects of inflatiom anonetary depth.
However, the authors also recognize that the mollarized the system, the

* Savastano (1996) attributes this persistence tqase experiences of high inflation among saverihvh
foster high-inflation expectations even after dtahiion has been achieved.

* In this model, dollarization is driven by volajlibf inflation and real exchange rate depreciatither than
the expected inflation and nominal depreciatione Tomestic interest rate is determined accordingnto
interest parity condition that is not related te ttegree of financial dollarization in the countfus, for a
given variance of inflation, an increase in theiarace of the rate of depreciation reduces dollionaby
limiting the hedging benefits of dollar assets. @nportant implication of this model is that it ggsts that
financial dollarization will persist as long as latfon volatility remains high in relation to excige rate
volatility even under low inflation.

* De Nicolo, Honohan, and Ize (2005) also point betlack of a theoretical framework or empiricadtéture
on this issue.
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riskier it becomes. As explained earlier, the iaseein risk comes from the
transformation of the exchange rate risk into higtefault risk in dollarized
economies. Dollarization literature has drawn attento this phenomenon
(i.e. Calvo, 2002). More recently Luca and Petr(®@08) used an optimal
portfolio allocation model to analyze the practioé foreign-currency
denominated lending by banks in transition econend@ad showed that
banks once exposed to foreign currency risk thraugtumulation of dollar
liabilities shift this risk onto their corporatestomers by lending in foreign
currency, a practice which increases the exposdréh® economy to
currency and financial crisis even in the presesiateep and liquid forward
foreign exchange markets. Ozsoz (2009) and Kutasof) and Rengifo
(2012) in the meantime have shown that banks iladnéd economies have
lower profitability and behave more risk-aversehatioly as a consequence
of this risk.

We know from existing literature and from recentes experienced by
emerging market economies that financial diffi@sdtarising in the banking
sector can lead to a general recession or mighe meegative spillover
effects in non- financial sectors as well (Setgdlen, Keller, Rosenberg,
and Roubini, 2002). Understanding the Turkish bagksystem and its
exposure to foreign currency saving and lendinguragersal applicability.
The fact that other emerging market economies Kogea) restricted their
FC lending also suggests that the findings of otudys may have
implications beyond the scope of one country.

The plan of this paper is as follows: In the need¢t®n we provide a brief
summary of macroeconomic developments in Turkehiwithe last decade
that can provide us economic intuition of the bataapproach analysis that
we present later. In Sections 3 we describe ouhodetiogy and introduce
our dataset used in the paper. Section 4 summaozesindings and a
discussion on the implications of our findings. @émclude in Section 5.

2. Macroeconomic Developments in Turkey

In this section we present a brief analysis ofrtiest relevant and recent
macroeconomic developments in Turkey. Our goabiglearly show the
significant relationships that are observed betweammomic variables that
influenced the evolution of dollarization in Turkeynd that serve as the
basis of our analysis in the following sections.
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Figure 1. FC Loans to Total Loan Portfolio in the Turkish Banking System
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The figure shows the average ratio of foreign awryedenominated loans to banks' overall loan pliotia
our sample with +1/-1 standard deviation bound fldure covers the 2002-Q4 until 2009-Q2.

Until recently foreign currency loans have conséitia sizable portion of
banks' loan portfolios in Turkey. Figure 1 presehts ratio of FC loans to
total loans. FC loans accounted for 54% of the totaney lent in Turkey at
the end of 2002 and for 27% in 2008.is important to note that there is a
sharp decrease in this ratio during 2002 and 20@6itastabilizes at around
28% afterwards. Despite the drop, by the end of62G@pproximately a
quarter of all loans in the banking system weré dginominated in foreign
currency.

Figure 2 shows the same ratios for the largesteims of assets) non-
state owned banks in our sample as of second qudr2909’ As the figure
makes it perfectly clear, all non-state owned baatkihie end of the sample
period have had foreign currency loans close to 28%heir total loan
portfolios. Such heavy exposure to foreign currefamyding must have
obviously been a cause for concern to regulators.

® The minimum value of this ratio was 3% for Ziraairi in the second quarter of 2009 and the maximum
was 85% for Finansbank in the first quarter of 2003
7 As of 2009, these banks represented over 56% abaéits in the Turkish banking system.
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Figure 2. FC Loans to Total Loan Portfolio for theLargest Non-state Banks
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The figure shows the ratio of foreign currency deimated loans to overall loan portfolios of theefilargest
non-state owned banks in our sample. The figurerso2002-Q4 until 2009-Q2.

Figure 3 presents the time series of the aggreg@tads in FC and
Turkish lira. It can be seen that loans denominatddcal currency grew at
a faster pace than those in foreign currency. @tosvth difference is clearer
starting at around 2004. Prior to this date we otes¢hat FC loans were
predominant. The figure also illustrates the ragpiowth of loans regardless
of the currency denomination.
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Figure 3. Foreign Currency and Turkish Lira Loans Adjusted for Inflation
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The figure shows the level of foreign currency dndkish lira denominated loans extended by the bank
our sample during the study period. Both seriesimrerms of million Turkish liras and are adjustied
inflation. The figure covers the period from 2002-@ntil 2009-Q2.

2.1. Falling Inflation and Credit Dollarization

Turkish monetary authorities have been following implicit inflation
targeting (IT) regime since 2002 and a full blowhregime since 200%.
During this period the inflation rate decreaseafr4b% to 10%.

Figure 4 shows the ratio of foreign currency lodasloans in local
currency and the inflation rate for our study pdridhe figure suggests that
inflation is highly correlated with the ratio of rieign currency loans to
domestic currency loans. Considering that FC |leegre steadily decreasing
during this period (see Figure 1) as a consequehdalling inflation, the
Turkish lira denominated loan growth increased laigher pace than that of
foreign currency loans. This observation reaffitims currency substitution
hypothesis which suggests the main cause of dodiéon in an economy is
the high inflation rate. For our sample period, ttwerelation coefficient
between inflation and the ratio of foreign curremigposits to total deposits
is 58.3% and the correlation between inflation klxahs in foreign currency
is 62%.

® According to the Monetary and Exchange Rate Pobpprt for 2007, Turkey adopted the inflation taimg
regime formally at the turn of 2006.
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Figure 4. Inflation vs FC to TL Loan Ratio

70 1.8

60 1.6
& 50 —— Annual Inflation Rate L4
g — loansfc/loanstl
= g
40 12 3
S 2
8 o
£ 304 L10 2
) 2
3
£ 20 0.8

10 0.6

0 T T T T T T T 0.4

2002 2003 2004 2005 2006 2007 2008 2009

This figure presents Turkey's annual inflation @& scale) and the ratio of loans in FC to lod@uoskish lira
(right scale) for the period 2002-Q4 to 2009-Q2.
Source: Turkish Banks Association & Central BaniRep. of Turkey (CBRT).

2.2. A Growing Economy

During our sample period, Turkey has maintainecmamual average real
GDP growth rate of 4.57%, ranking among the fagjestving economies in
the world. Turkish export volume increased 60% leetvJanuary 2003 and
June 2009. The foreign direct investment (FDI) #owmto the country
increased from less than 1 billion US dollars i2q0.46% of GDP) to
over 6.8 billion US dollars (1.2% of GDP) in 2009.

The average growth in manufacturing for the 200@%2period was 4.7%
and the gross capital formation grew at an avemge.6% for the same
period despite the Global Financial Crisis. Althbuge unemployment rate
has hovered around 10-11% and the labor forcecgaation rate has not
changed significantly (around 49%) during our sampériod, Turkey has
achieved a phenomenal growth in its income levidige GNI per capita has
increased from $3460 in 2002 to over $9000 in 20@4le the percentage
of population earning less than $2/day has decdelagédnalf from 9.57% in
2002 to 4.16% in 2009. We provide additional infatioan regarding these
economic variables in Table 1.
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Figure 5. Turkish Banks' Borrowing and Securitization Activity
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The figure shows the securitization activity by Righ banks during the study period and foreign engy
borrowed from foreign banks by Turkish banks dumng study period. All figures are in billions ofifkish
liras.

Source: Turkish Banks Association, Aysan et. al@0

An evaluation of balance sheets (and off -balamoewants) of the 20 banks
in our dataset provides evidence that Turkish bamgaged in these three
methods to fund their liquidity needs. First, weselve that securitization
activity by Turkish banks have increased dramadsicaliring this period.
The total securitization activity by Turkish banksreased from 887 million
TL (624 million USD) in 2004 to over 6.4 billion T{4.7 billion USD) in
2005 and to 5.6 billion TL (3.9 billion USD) in 26@s illustrated in Figure
8. We can also see the progression of Turkish baoksign borrowing
activity against the FX rate in this figure.

° During the study period, of the 20 banks in our gm14 have successfully issued securities mdstly
trade receivables in international markets.

10
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Table 1. Turkish Economic Indicators
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2002 10.4 $3,460.00 $33.958 9.57 $939 $346 -626 47 2.9 o
=}
2003 10.5 $3,790.00 $68,379 9.96 $1,222 $3,687 -7515.00 3.85 8.4 s
s]
2004 10.8 $5,040.00 $98,298 504 9.18 $2,005 $10,028 -14431.00 7.9 11.92 s
2005 10.6 $6,480.00 $161,537 573 6.87 $8,967 $22,404 -22197.00 6.96 8.17 Y
2
al
2006 10.2 $7,470.00 $162,398 534 5.71 $19,261 $26,676 -32249.00 5.47 8.39 S
N
2007 10.3 $8,440.00 $286,572 647 454 $19,941 $20,774 -38434.00 3.28 5.62 N
2008 11 $9,260.00 $117,929 709 4.16 $16,955 $11,941 -41959.00 -0.66 -0.15
2009 14 $9,060.00 $225,735 719 $6,856 $7,083 -13991.00 -6.05 7.21

This table presents time series information about key economic indicators in Turkey. Unemployment rate is in % of total labor force; GNI per capita is calculated using Atlas
method and is in current USD; Market capitalization of listed companies, Current Account Balance, Foreign direct investment and Private capital flows are in terms of current
USD, Source: World Bank.
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It is worth noting that during our study period tdemand for loans
increased regardless of the currency denominatiins period also
corresponds to a monetary easing by the Turkistr@leBank where there
was a consistent decrease not only of the levetsalao of the spread
between the borrowing and lending rates. At the eh@002 the Central
Bank's benchmark borrowing (lending) rate was 48%94) and by the end
of 2008 the same rates were 15% (17.5%), whichigsghat the spread
decreased from 7% to 2.5% (a 64% decrease). Tstopments show the
commitment of the Turkish monetary authorities toyde the liquidity that
was required by its growing economy and their mgnttakeep the inflation
target in line. Figure 10 illustrates the rate dem

Figure 6. TL Deposits and TL Loans
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The figure shows the level of banks' deposits irkiBh liras vs. their loans in Turkish liras. Algtires are in
billions of Turkish liras. The shaded areas represige following periods: the 2006 Emerging Mark8td|-

off (3/1/2006 - 6/30/2006) and the 2008 Global Hitial Crisis (9/15/2008-3/10/2009).
Source: Turkish Banks Association.

In Figure 9, we can also observe that the depositairkish liras did not
catch up with the demand for loans in local curyefmbserve that the
distance between TL deposits and TL loans decreasegng to its
minimum at around 2008). This was not the case tlar relationship
between FC deposits and FC loans that maintaimaticaof (oansfc/depft
of around 0.7 during the same period as illustratdelgure 7. This decrease

12
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in the ratio of TL loans to TL deposits should haaeerted additional
pressure to find liquidity to cover the loan demand

Figure 7. CBRT's Monetary Policy Rates
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The figure shows the lending and borrowing rateshieyCentral Bank of Republic of Turkey (CBRT) aallw
as the spread between the lending and borrowieg tetween 2002Q4 and 2009Q2. All figures arerimge
of percentages. Source: CBRT.

3. Methodology and Data

In this section we present our empirical estimaama the data used to
analyze the drivers of foreign currency lending unkey.

3.1. Empirical Estimation

As a part of a highly dollarized economy Turkismkiag system exhibits
high correlation between the levels of FC lendingl &C deposits as
illustrated by Figure 11. These observations acttgd using a quadratic
equatior’ The coefficients of determination are 0.89 and Or8spectively.
Given the relationship in Figure 11, the growthA@ loans appears to be
faster than the growth in FC deposités shown by the plotted regression
polynomials, this positive relationship is a strooge which leads us to
evaluate whether it is also a causal one. Theref@retart our analysis by

° The linear t of the data provided aR & 0.86 and 0.95 for the information at the baekel and at the
aggregate one.
" The coefficient estimates using the quadratic t2t&,546+0.33depfc+1.52E-8depfc

13
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evaluating banks’ balance sheet information to wstded the dollarization
in Turkish banking system.

Figure 8. Foreign Currency Deposits vs Loans -Bangpecific with Quadratic Fit
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The trend line represents the locus of the fittallies of a 2 degree polynomial regression of the Foreign
Currency Deposits on the Foreign Currency Loanthénbanking system of the country for the sameopleri
All figures are in terms of billions of Turkish dis.

Analyzing banks’ balance sheet information tries eaploit the
information content in the banks' balance accoufltss approach tries to
determine the causal relationships that can allewunake some inferences
about the causes of deposit and credit dollariratiorurkey.

The balance sheet statement holds an identitysepted by:
A=L+E 1)

where A represents assets, L liabilities, and EtgqWe can rewrite the
previous accounting identity as:

(loansfc+loanstl+otherassetsssets)=(depfc+deptl-attabilities)+equity (2)

whereloansfc andloanstl represent the loans in foreign currencies and in
Turkish lira, respectively. Other assets on thekbamalance sheet are
represented bytherassets The variablesdepfc and deptl represent the
deposits in FC and TL, respectively aotherliabilities represents other
liabilities and, equity stands for banks' equity. this specification we also
add two important macroeconomic variables: the tiitla of inflation

14
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(infvol) which has been shown in literature to have aecefon liability
dollarization and change in the growth of the GDORgdpgrowth) to
capture changes in the business cycles. Accordivgdy can express the
loans in foreign currencydansfq as:

loansfc;; =« +p;loanstl;, + B,otherassets;, + fzdepfc;,
+pB,deptl; . + Bsotherliabilities; ; + feequity; ¢
+p,D, X depfc; + BgD, X depfc; + Boinfvol,
+B10d(gdpgrowth) + u; 3)
where loansfg; and depf¢; represent the loans and deposits in foreign
currency for bank at timet, respectively. The error term is represented by
Hi. We divide the banks in our sample into three gspmamely large banks
(groupl), medium banks (group 2) and small sizesk®ggroup 3) with
regards to the size of their assets for each qu@teand B are dummies to
model the size effect to capture possible diffeesrio the slope denoted by:
_ (1, for banks in 1st group
by = {O, Otherwise 4)
and,
_ (1, for banks in 2nd group
b, = { 0, Otherwise )
Since we are interested in ratios rather than $eweé compute the ratio of
these variables to total loans or to total depa#sending on which side of
the balance sheet they are on. As a result Equétitakes the following
form:

( loansfc ) _ ( loanstl ) (otherassetS)
loanstotal/; ; - "\loanstotal it 2\ loanstotal it
N ( depfc ) ( deptl ) (otherliabilities>
& deptotal/ 4 deptotal/ 5 deptotal it
equity) ( depfc ) ( depfc )
Dy X | —— Dy Xxd|—
*+he (assets i,t+ﬁ7 ! deptotal it+'88 2 deptotal/,,
+Boinfvol, + Biod(gdpgrowth), + p; (6)

In addition to the balance sheet identity, literathas shown that liquidity
is an important determinant of banks’ lending. Heere liquidity is an
endogenous variable; it improves in a growing eooyo with trade
openness and in low inflation. Therefore appropri@chniques need to be
used to address this issue.
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As a result we rewrite Equation 6 to account fonksa liquidity in local
currency (Turkish lira). We define bank’s liquiditin Turkish liras
(liquiditytl) as the sum of bank’s Turkish lira cash holdingd ds Turkish
lira (TL) balance with the Central Bank. Similarliiquidity in foreign
currency [iquidityfc) is the sum of bank’s foreign currency cash holging
and its foreign currency balance with the CentranlB We expect a
negative relationship between FC lending and Tuiddy mainly because
banks would prefer to lend in the currency thaythave more liquidity in.
This means that during periods of low TL liquidityanks would prefer to
lend in foreign currency and during period of hibh liquidity they should
prefer to lend in TL. To test this hypothesis wguatiEquation 6 to include
the liquidity measure described before. We alsotraab banks’ cash
holdings in foreign currencycéshf¢ and in Turkish liras dasht) from
otherassetso avoid problems that could arise from doublentmg, since
banks’ cash holdings, which are part of the liqyidiariable, are also
included in theotherassetsariable. The resulting equation is:

( loansfc )
- 7 =
loanstotal/; ;

+,81( loanstl ) +
it

loanstotal ,

otherassets—cashfc—cashtl) depfc deptl
+B5 ( + +
'82( loanstotal it '83 deptotal/; . '84 deptotal/; .

ﬁs (otherliabilities)'t + 36((equity)it +ﬁ7D1 % ( depfc ).t n
i, , i

deptotal assets deptotal

8D, X d (M)t + Boinfvol, + Byodlog(liquidityfc) +
L

deptotal

Bi1dlog(liquiditytl) + p,,d(gdpgrowth), + u; (7)

3.2. Data

To test our empirical specification in Equation & wse a dataset
compiled from the financial statements of Turkisinks which is available
through the Bank Association of Turkey. Our datésetides an unbalanced
panel of quarterly income statements and balaneetstof 20 commercial
and deposit banks between the fourth quarter o2 20@ the second quarter
of 2009* These banks represent over 94% of the Turkishibgrsystem in
terms of their total assets and over 98% in terhtstal deposits as of 2010.

 Table A.1, in the Appendix, provides a list of tadmnks in our sample as well as their ownershigsire
and their total assets as of second quarter of.2009
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Table 2 provides the descriptive statistics ofdaéa used in this paper and
Table 3 provides the unit root tests for the statidy our variables. As can

be seen some, but not all, of our series are statjo As a result we use the
first differences of our series. The correlationtnmafor the variables used

can be seen in Table 4. Definitions of the varial@dad abbreviations used
throughout the paper can be found in the appendbable A.2.

We divide the banks in our sample into three gralgge, medium and
small-size banks) based on the rankings of theareme assets for each
quarter. We adopt this categorization in orderet® the importance of banks'
size in terms of access to foreign funding and é&itling. According to this
classification we have seven banks in the first bategories and six banks
in the last category. We observe that the bankaalften shift between
categories, meaning the banks in each group stayosal the same
throughout the study period.

We analyze the Turkish banking system startingd822and not earlier
for two main reasons: First, Turkey switches tdaitibn targeting (IT)
regime in 2002. Though implicit at the beginning,regime becomes full-
fledged in 2006. It is also important to note tHating this period inflation
decreased from over 70% in 2002 to below 10% in920@or more
information see Akyurek, Kutan, and Yilmazkuday,12p) Second, there
have been significant banking reforms beginningid-2001 following the
Turkish financial crisis that can introduce noiseotir estimate¥’ Thus; we
concentrate on the post-reform period. Our sampits én 200%ecause as
of the second quarter of 2009, foreign currencydileg to households in
Turkey is banned.

¥ The inability of the largest Turkish banks to cotleeir over-night positions in the repo and reveegn
markets triggered the crisis on February 19 200 TL was devalued by 40% against the USD in orekwe
and the interbank interest rate hit highs of 6,200% Savings Deposit Insurance Fund (TMSF) clak®uh
eleven banks from October 2000 to November 2001.

17



Ozsbz, Rengifo, and Kutan | Central Bank Review2):5(29

Table 2. Descriptive Statistics

s = = ~
= © §2] = —~
S S @ 0 G o e =
- s 3 @ _ 2 zg_ E 2 2 s
~ = 3 2 _3 © 298 B =l 5 g
L5 = 2 =8 = 68 ol 5 S 3
@ %) = &8 2 5 of1 B g g >
Q o =) E=l| =% S S Q
88 g g 88 § £ 888 sg 8 8 %
Mean 0.37 0.59 0.50 0.69 0.13 0.57 1.66 0.89 12.43 11.544.47
Median 0.36 0.58 0.51 0.69 0.12 0.54 1.00 0.61 12.51 11.685.80
Maximum 0.88 1.32 0.81 0.96 0.41 1.38 25.23 9.08 15.69 216.011.52
Minimum 0.04 0.20 0.01 0.29 0.06 0.17 0.16 0.16 6.85 4.493.09
Std. Dev. 0.16 0.19 0.16 0.13 0.04 0.29 2.26 1.29 1.81 2.46 .05 6
Skewness 0.34 0.66 -0.68 -0.36 2.01 0.76 5.39 4.55 -0.56 680. -1.41
Kurtosis 2.75 3.82 3.82 2.80 9.67 3.35 43.77 24.01 2.95 3.154.36
Jarque-
Bera 10.33 47.91 50.83 10.87 1211.23 48.78 42817.47 8833 25.39 37.15 196.46

The table provides the descriptive statistics lier 20 banks used in our regressions. Banks ardedivinto three
groups based on their asset sizeansfc/loanstotalrepresents the share of foreign currency loarrespective
bank’s loan portfolio (adjusted according to theDJEL exchange rate on October 1, 2002) to the batokal
loan portfolio; depfc/deptotal is the ratio of foreign currency deposits adjustetording to the USD-TL
exchange rate on October 1, 2002 to total depaf{sti/deptotal is the ratio of Turkish lira deposits to the total
depositsjoanstl/loanstotalis the ratio of Turkish lira loans to the bank’saldoan portfolio;equity/assetsis the
ratio of the bank’s equity to its asseitsfvol is the volatility of annual inflation calculated ¢he three-month
standard deviation of annual inflation calculateda 12 month rolling window; otherassetsssets-cashfc-
cashtl)/loanstotal is the ratio of bank’s assets other than loans @st holdings in foreign currency and in
Turkish liras to its loan portfolioptherliabilities/deptotal is the ratio of bank’s liabilities other than dsjis to
bank’s total depositdiquidityfc is the cash holdings of a bank in foreign currepiess foreign currency balances
with the Central Bankliquiditytl represents the Turkish lira cash holdings of akbalos its balance with the
Central Bank in Turkish liras angdpgrowth is the percent change in the seasonally adjustedteyly GDP
growth rate calculated at constant prices. All feguare in terms of thousands of Turkish lira. &adlescription of
the variables see the Appendix.

18



Ozsbz, Rengifo, and Kutan | Central Bank Review2):5(29

Table 3. Unit Root Tests for Variables

In levels First Differences
Im, Pesaran Im, Pesaran
Variable V\?— r;(tjats'rlli:st Probability Variable V\?— r;(tjats'rll'gst Probability
Statistic Statistic
loansfc/loanstotal 0.48592 0.6865 d(loansfc/laztat -20.5189 0.0000
depfc/deptotal -0.20813 0.4176 d(depfc/deptotal) 19.0604 0.0000
D1*d( depfc/deptotal) -9.35670 0.0000
D2*d( depfc/deptotal) -12.9992 0.0000
liquidityfc 2.42841 0.9924 dlog(liquidityfc) -24241 0.0000
liquiditytl -1.16872 0.1213 dlog(liquiditytl) -38678 0.0000
equity/assets -0.17732 0.4296 d(equity/assets) 7823 0.0000
gdpgrowth 3.81085 0.9999 d(gdpgrowth) -17.6946 0000
gghpet[)”tz?”i“ey -3.30066 0.0005 gé‘;tg)‘iglif‘bi'mes’ -20.1553 0.0000
deptl/deptotal -2.94585 0.0016 d(deptl/deptotal) 19.7287 0.0000
loanstl/loanstotal -3.03175 0.0012 d(loanstl/|darzd) -17.5448 0.0000
(otherassetsssets- d(otherassetsssets-
cashfc-cashtl)/ -5.65148 0.0000 cashfc-cashtl)/ -20.0051 0.0000
loanstotal loanstotal)
infvol -8.12765 0.0000

The table provides the Im Pesaran and Shin W-Tasisics and the related p-values for the vargblkeed in
our analysis. The null hypothesis is that variablaon-stationary (unit root). The variables on léfe are in
levels while those on the right are in first diffaces (denoted by “d")oansfc/loanstotalrepresents the share
of foreign currency loans in respective bank’s lpartfolio (adjusted according to the USD-TL exchamate

on October 1, 2002) to the banks’ total loan pdinfalepfc/deptotalis the ratio of foreign currency deposits
adjusted according to the USD-TL exchange rate cotolégr 1, 2002 to total depositdl and D2 are
dummies to capture the effect of the size of thekb@ased on its asseB31 represents banks in the first tertile
and D2 represents banks in the second tertitgjidityfc is the cash holdings of a bank in foreign currency
plus foreign currency balances with the CentrallB#quiditytl represents the Turkish lira cash holdings of a
bank plus its balance with the Central Bank in TshKiras; equity/assets is the ratio of the bamdsity to

its assetsgdpgrowth is the percent change in the seasonally adjustedeyly GDP growth rate calculated at
constant prices; deptl/deptotal is the ratio ofKislr lira deposits to the total depositsgnstl/loanstotalis the
ratio of Turkish lira loans to the bank’s total toportfolio;(otherassetsssets-cashfc-cashtl)/loanstoialthe
ratio of bank’s assets other than loans and caklinigs in foreign currency and in Turkish lirasite loan
portfolio; otherliabilities/deptotal shows the ratio of bank’s liabilities other thapdsits to its total deposits
and infvol is the volatility of annual inflation calculated @he three-month standard deviation of annual
inflation calculated in a 12 month rolling window.
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Table 4. Correlation Matrix

- - 0 2= | 8 2 s -
o 2 a 2= = 2 2 £
2 3 -= = = - = 5l g8 a g =l @ = '%’ '%’ %
25 |8 | S8 | 28| 28| 8| £ g8 58| & g >
%] k=] T 8 TS o 7] S SE® ° = =

S5 |85 |25 |85 |38 |S5| 8| £ |8%5/E8| B | B | B

T e T T [als <] [alk <] T T T e k=] £ T ol T2 5 S S
d(loansfc/loanstotal) | 1.00 | 0.32 | 0.26 | 0.26 | -0.03 -0.82 002 -0.06 01f 009 .080| -0.07 | 0.15
d(depfc/deptotal) 032 | 100 | 033 | 055 | -0.72| 000| 030/ 001 -005 021 002 200 025
dixd( 026 | 033 | 1.00 | -002 | -0.16 | -0.04| 0.07| 000/ 001 0.0 0.04 -0.01 140
depfc/deptotal) : : : : : : : : : : : : :
d2xd( 026 | 055 | -0.02| 1.00 | -0.33 | -0.05| 012| 0.00| -004 001 0.0 00f 02
depfc/deptotal)
d(deptl/deptotal) 003 | -072| -0.16| -0.33( 1.00 | 012 | -0.16| -0.09| 001| -017 -0.01 0.02 0.05
d(loanstl/loanstotal) | -0.82 | 0.00 | -0.04| -0.05 0.12| 1.00 | 017 | 003 | -0.15| -0.05 0.09 0.06 0.09
d(equity/assets) -0.02 | 030 | 007 o012| -014 017 1.00 | 017 | -0.12| 023 | -0.08| -0.04] -0.04
infvol 0.06 | 001 | 000| 000 -009 003 01} 1.00 | 002 | 006 | -011| -0.11| 0.02
d((otherassets-
cashfc- 011 | -0.05| 001 -0.04 001 -01 012 00 100 | 010 | -0.06 | -0.07 | -0.12
cashtl)/loanstotal)
d(otherliabilities / 009 | 021 | 001| 001| -017 -005 02 006 0.4 1.00 | -0.08 | -0.05 | -0.01
deptotal)
dlog(liquidityfc) 0.08 | 002 | 006| 006 -00] 009 -008 -011 -0.p60.08 | 1.00 | 0.40 0.12
dlog(liquiditytl) 007 | -002| -001| -007| 002 00§ -0.04 -011 -0.p7-0.05 | 0.40 | 1.00 | 0.04
d(gdpgrowth) 015 | 025 | 014 | 022| 005 009 -0.04 00p -0.12 10/00.12 | 0.04 1.00
The table provides the correlation matrix for theriables used in our estimations, after makingo&lthem
stationary.

4. Findings

In this section we present the results of our esions based on our
empirical specification in Equation 7 to analyze tteterminants of foreign
currency lending in Turkey and to see whether thera direct linkage
between foreign currency deposit accounts and goreurrency loans in
order to clearly understand the banking risks nomet before.

As mentioned in the data section, some of our bbes are non-
stationary, we revised Equation 7 to reflect the ofsfirst differences in our
estimations and obtain the following specification:
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loansfc
d(—227C ) =
(loanstotal)l't

+,31d( loanstl ) + ﬂzd(otherassets—cashfc—cashtl) +
it

loanstotal/ loanstotal it

depfc deptl otherliabilities
Bad (o) 4 pud (i) fyd (T )
deptotal it deptotal it deptotal it
equity depfc depfc
d e+ BoDy xd ( + BgD, X d +
ﬁ6 (assets)L't ﬁ7 1 deptotal it ﬁs 2 deptotal it

Boinfvol, + Biodlog(liquidityfc) + f11dlog(liquiditytl) +
Bi2d(gdpgrowth), + +u; (8)

To overcome possible endogeneity problems in oulehave estimated
Equation 8 using the Generalized Methods of Mom&sdknique following
the strategy of Arellano and Bond (1991). We useassible lags of our
dependent variable plus lagged values of firsed#ifice of FC loans to total
loan ratio (I(loansfc/loanstota)) Turkish lira deposits to total deposit ratio
(d(deptl/deptotal)) Turkish lira loans to total loans ratio
(d(loanstl/loanstotal)) equity to assets ratia@(equity/assets))volatility of
inflation (infvol), the ratio of bank’s non-deposit liabilities s ideposits,
(d(otherliabilities/deptotal), natural log of liquidity in foreign currency
(dlog(liquidityfc)) and in Turkish liragdlog(cashtl)),and the change in the
GDP growth rate(d(gdpgrowth) as instruments. By doing so we obtain
parameter estimates that are consistent and effidiée have 18 banks that
we can use in our dynamic panel GMM model; thisaases our confidence
in the consistency and efficiency of our estimaWs. ran the Wald test for
coefficient restrictions with the null that all insments are irrelevant. Our F
value is well above 10, and the p value is 0.00wso reject the null
hypothesis suggesting the validity of our instrutsen

Results are presented in Table 5. It is clearlyeoked that the change in
the share of foreign currency deposits to totalodép has a significant and
positive impact on Turkish banks’ lending in fomreigurrency. In column 2,
the estimated coefficient is 0.256, which sugg#sas a 1% change in the
share of foreign currency deposits to total depasiises the ratio of foreign
currency loans to total loans ratio by about a mgugsercent. The average
magnitude of this variable ranges between 0.12(66 indicating that a
1% increase in foreign currency deposit ratio cowmicrease the foreign
currency loan ratio by as high 0.66%. This suggdst$ as banks accept
more foreign currency deposits, they tend to lemdemn foreign currency.
By doing so, Turkish banks are simply transformiingir currency risk into
a default risk that could arise in case of suddesh large devaluations. In
other words, instead of facing a mismatch of asaats liabilities during
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devaluation, banks potentially face an increasoamldefault ratio for their
FC denominated loart8.

This suggests that hedging in the Turkish bankysgesn is almost non-
existent and a systemic shock due to default rigkin§ currency
depreciation is really high. This effect seems #&onrbore valid for larger
banks as opposed to smaller ones. The coefficietiteointeraction term
between size dummyD@) and the change in the share of foreign currency
deposits in the overall deposit portfolio is sigraht in nine of the ten
specifications of Equation 7. In the meantime, ititeraction term between
medium sized banks and the change in the shamr&ifjh currency deposits
to total deposits ratio is insignificant in all tspecifications. The average
magnitude of the coefficient dD1*d(depfc/deptotal)variable across 10
estimations is 0.42. This means for large bank%ahange in the share of
foreign currency deposits to total deposits ratbesloan dollarization ratio
by about 0.42%.

The sign and significance of thelaif{nstl/loanstotal)variable which
measures the change in the ratio of banks’ Turkishloans to their total
loan portfolio is meaningful and expected as reggbrin our estimations.
The estimated coefficient is negative (ranges betwé.14 and -1.23) and is
larger than 1 in absolute terms, suggesting thiiaags increase their share
of TL denominated loans in their loan portfolio b% the share of foreign
currency denominated loans to the overall loanfplastdecreases by more
than 1%.

Changes in the ratio of banks’ equity to total esseolatility of inflation
have no significant impact on banks’ lending inefgn currency.

We also find no significance of changes in bank®si-deposit liabilities
to their deposits ratigd(otherliabilities/deptotal) and the change in the
ratio of banks assets other than loan and cashhéwr total loans
(d((otherassets-cashtl-cashfc) / loanstotal)).

Among the two liquidity measures we udepliditytl which measures as
the ratio of the sum of bank’s Turkish lira cashdihms and balances with
the Central Bank andiquidityfc which measures the bank’s USD cash
holdings and balances with the Central Bank, neites a significant
impact on the ratio of banks’ foreign currency @tat loan ratio. In fact, if
we consider the ratio of foreign currency depositbank’s overall deposit
portfolio (depfc/deptotalps a measure of foreign currency liquidity , iatth

"It is important to note that the impact of devaiorms depend not only on the magnitude of the deximin
but also on its duration, the larger the durattbe,higher the probability of observing increasitedaults.
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case it is possible to argue that there is a liguidnpact for foreign
currency.

Another important aspect of dollarization behavierthe presence of
foreign banks in the economy that can influenceRBelending dynamics.
Basso, Calvo-Gonzalez, and Jurgilas (2011) havevishivat access to
foreign funds increases credit dollarization altjouit decreases the
dollarization of deposits. To test the impact ofefgn presence in the
Turkish banking system, we have also run the abestamations using
domestic vs foreign dummies to see if there arediffigrences in terms of
banks' lending behavior. However, our results wer# significantly
different and therefore are not reported Hére.

¥ Results are available upon request.
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Table 1. Deter minants of Loan Dollarization

Dependent Variable: First Difference of the Ratio of Foreign Currency Loans to Total Loans (d(loansfc/loanstotal))
specification ) @) €] @ (6) @) ) (10) (11) (12)
[Method GMM GMM GMM GMM GMM GMM GMM GMM GMM GMM GMM GMM
Time Period
Tstatistics (in bold) and Standard Errors (below)
d(loanse(-1)/loanstotal(-1)) -0.236*** -0.213*** -0.125** -0.129*** -0.018 -0.018 -0.010 -0.013 -0.022 -0.026 -0.013 -0.047
0.0111240 0.0249 0.0490 0.0486 0.0163 0.0144 0.0385 0.0538 0.0466 0.0424. 0.0569 0.0772 O:
d(depfc/deptotal) 0.256%** 0.127*** 0.330*** 0.665%** 0.663*** 0.511%** 0.498%** 0.473%*+ 0.480*** 0.522%** 0.630%** u
0.0097 0.0325 0.1275 0.0613 0.0653 0.0910 0.1365 0.1268 0.1141 0.1604 0.2386 o:
d14d( depfc/deptotal) 0.957*% 1.158%* 0.207* 0.198 0.257** 0.260** 0.269** 0.251%* 0.242+% 0.228* N
0.3910 0.4741 0.1240 0.1311 0.1165 0.1196 0.1281 0.1136 0.1155 0.1408 o
427d( depfe/deptotal) 0.321 -0.083 -0.02 -0.002 0.004 0.004 0.008 0.053 0.031 0.028 o)
0.2389 0.3138 0.0448 0.0646 0.0634 0.0638 0.0584 0.0654 0.0865 0.0961 =]
d(depti/deptotal) 0.455%** 0.825%** 0.860%** 0.677%** 0.657*** 0.621%** 0.637*** 0.699*** 0.775%** Q
0.1615 0.0605 0.0646 0.1367 0.2140 0.2019 0.1816 0.2412 0.2943 I3
d(loanstl/loanstotal) -1.140*** -1.141%%* -1.230*** -1.231%+* 121744+ -1.144%%* 117744+ -1.125%+* -
0.0179 0.0162 0.0461 0.0475 0.0610 0.0812 0.1157 0.1356 QJ
dlequity/assets) 0.141% 0.124 0.132 0.181 0.086 0.093 0.205 8_
0.0824 0.1895 0.1961 0.1998 0.2053 0.2072 0.3277
infuol 0.017 0.020 0.026 0.022 0.015 -0.024 é
0.0182 0.0310 0.0281 0.0259 0.0307 0.0708 =
dl(otherassets-cashtl-cashfc) / %
loanstotal) 0.001 0.003 0.004 0.002 0.011 -
0.0081 0.0077 0.0068 0.0093 0.0158
d(othertiabilties/deptotal) -0.012 -0.012 -0.013 -0.025 8
0.0199 0.0178 0.0188 0.0279 =
diog(liquidityfc) -0.002 -0.0008 -0.0008 =
0.0011 0.0023 0.0027 L
dlog(liquiditytl) 0.002 0.0007 w
0.0039 0.0039 Q
d(gdpgrowth) 0.003 =}
0.0048 ~
Py
@
-
Instruments d(loansfc, 1),d( d ,infvol, , d(gdpgrowth) =
5.E.of Regression 0.07 0.07 0.08 0.08 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 o
No of banks 20 20 20 20 20 20 20 20 20 20 20 20 N
i statistic 19.5758 19.06656 15.06224 13.82312 14.16504 11.96152 14.06995 14.13916 13.75596 12,5779 12.43495 11.52393 =
b value for AR (1) 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 |
p value for AR (2) 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 B
i 454 454 454 454 454 454 397 397 397 397 397 397

This table presents the results of GMM estimations on the determinants of foreign currency lending. d represents first didtereAcasstotal represents the share of

foreign currency loans in respective bank’s loan portfolio (adjusted according to the USD-TL exchange rate on October 1, 2002) to the banks’ total loan portfolio;
depfc/deptotal is the ratio of foreign currency deposits adjusted according to the USD-TL exchange rate on October 1, 2002 to total deposits; d1 and d2 are dummies to capture
the effect of the size of the bank based on its assets; d1 represents banks in the first group (large banks) and d2 represents banks in the second group (medium sized banl
liquidityfc is the cash holdings of a bank in foreign currency plus foreign currency balances with the centtajudditi] represents the Turkish lira cash holdings of a bank

plus its balance with the central bank in Turkish liras; equity/assets is the ratio of the bank’s equity to itgdpgsetsh is the percent change in the seasonally adjusted

quarterly GDP growth rate calculated at constant pra=gst/deptotal is the ratio of Turkish lira deposits to the total depokiemstl/loanstotal is the ratio of Turkish lira loans

to the bank'’s total loan portfoligptherassets-cashtl-cashfc)/loanstotal is the ratio of bank’s assets other than loans and its cash holdings in Turkish liras and other currencies to

the bank’s loan portfolio anihfvol is the volatility of annual inflation calculated as the three-month standard deviation of annual inflation calculated in a 12 month rolling
window. * Significant at 10 percent; ** significant at 5 percent; *** significant at 1 percent.



Ozsbz, Rengifo, and Kutan | Central Bank Review2):5(29

5. Conclusion and Policy Implications

In this paper we have contributed to the literatorethe dynamics of
foreign currency lending by focusing on an emergmgrket economy,
namely, Turkey. Turkey is of particular interestcg it has enjoyed high
rates of economic growth coupled with an expansibaredit both in local
and foreign currencies. Additionally, the regulgt@uthorities in Turkey
have recently tightened FC credit to household®mying the practice of
foreign currency lending by the country's banks.isThnteresting
development has definitely played an important fol@ur motivation for
this research.

In our analysis we focused on the balance sheetlysas of individual
banks in Turkey and their respective liquidity piasis in both foreign and
local currencies as a main driver of foreign cucsetending. As control
variables we also used two macro variables: thagdgsin real GDP growth
and inflation volatility.

Our results corroborate those in existing literattegarding the role of
the FC deposits in the banking system as the magsbritant driver of FC
lending by banks. This behavior as shown in ourdystis common
throughout the Turkish banking system but is matident for larger banks.
This finding enhances our knowledge about the dyosinof foreign
currency lending in emerging market economies. V& show that
increases in the bank’s Turkish lira lending wdiMer its foreign currency
lending portfolio, but this finding is an outcomd the balance sheet
approach we used and thus is not surprising.

Another important research question we addrestiasrole of bank’s
liquidity in local and foreign currency and theanding. This linkage has
never been explored in literature to the best ofkmowledge. Our findings
suggest that despite our expectations there seembetno apparent
relationship between Turkish lira and foreign cooliquidity and banks’
foreign currency lending.

The findings of this research can help us undedstia@ decision taken by
the regulatory authorities in Turkey in 2009. Arhadged banking system is
vulnerable to sudden exchange rate movements arkelieve this is what
the regulators saw as they made their policy chaAgeseen in earlier
emerging market crises (i.e. the East Asian Fir@rnCrisis) mismatch on
banks' and financial institutions’ balance sheeis tave devastating
contagious effects during sudden exchange rate mewnts. In that sense,
the decision to end the practice of foreign curyelending in Turkey is an
understandable one and indeed it is a policy datigiken at the right time
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for the right reasons. The developments in Turkayehgreater implications
beyond this country and on highly dollarized ecoremin general.
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A. Appendix

Table A.1. Banks in the sample (Alphabetical)

Total Assets as of

Bank Nam Ownership Grou 2009Q:
(billions of TL)
Akbank Nor-state owne( Domestit 91.87:
Alternatif Bank Non-state owned - Domestic 3.503
Anadoluban Nor-state owne« Domestic 4.17:
Arap Turk Banka: Non-state owner- Foreigr 0.93:
Denizbank Non-state owned - Domestig 25.257
Eurobank Tekfe Nonr-state owner- Foreigr 3.58¢
Finans Bank Non-state owned - Foreign 26.495
Fortis Banl Non-state owner- Foreigr 11.85¢
HSBC ban Nonr-state owne(- Foreigr 14.04«
ING Bank Non-state owned - Foreign 16.422
Sekerban Nor-state owne( Domestit 8.78i
Tekstil Bankasi Non-state owned - Domestid 2.048
Turk Ekonomi Bankasi Non-state owned - Domestic  126.
Turkish Banl Nor-state owne« Domestic 0.86¢
Turkiye Is Bankax Non-state owne«- Domesti 118.98
Turkiye Garanti Bankasi Non-state owned - Domestic103.878
Turkiye Halk Banka: State owne«- Domestit 55.71¢
Turkiye Vakiflar Bankasi | State owned - Domestic (&R
Yapi ve Kredi Banka: Non-state owne«- Domesti 69.95¢
Ziraat Banl State owne« Domestic 116.60!

Source: The Banks Association of Turkey.
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Table A.2. Variable Definitions

Symbo Definition Sourct
assets Bank's Total Assets (both in Turkish liras an
foreign currenc
cashfc Bank’s holding of foreign currency cash and
foreign currency balance with the Central B
cashtl Bank’s TL holdings and balance with the
Central Bank
depfc Bank Deposits in Foreign
Currency(denominated in
Turkish lira terms)
deptl Bank Deposits in Turkish Liras
deptotal Bank’s total deposits
loansfc Bank’s foreign currency loans .
loanst Bank’s Turkigh lira Ioary Turkish Bank
Association (TBB)
loanstotal Bank’s total loans
equity Bank's total equity in Turkish Liras
liquidityfc Bank's liquidity position in terms obfeign
currency measured by sum of bank’s foreign
currency cash holdings and foreign currency
balance with thiCentralBank.
liquiditytl Bank’s liquidity position in Turkish tas
measured by the sum of bank’s Turkish lira
cash holdings and Turkish lira balance with the
Central Bank
otherassets Bank’s assets other than loans and cash
infvol the volatility of annual inflation calculadeas | Turkish Statistical
the three-month standard deviation of annugl Institute
inflation calculated in a 12 month rolling (TURKSAT)
window
gdpgrowth the percent change in the seasonallysttju | OECD, Main
quarterly GDP growth rate calculated at Economic Indicator,
constant price Database
MktShare Bank's market share in terms of deposits | Author’s
Calculatiot
ForeignBorrow Bank's Total Outstanding Loans from Foreign

Source
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