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Financial Management

Assignment #1
Question: Find Turkey, United States, England and Japan’s CPI and Treasury-Bill rates. Use CPI as inflation rate and find real interest rates. Compare results of Turkey with other countries.

1) Rates

Rates of Turkish CPI and T-Bills

       Rates of United States CPI and T-Bills
	Year
	CPI in Turkey
	Interest Rate of T-Bill(maturity 1 year)
	Real Interest Rate (Nominal Interest - CPI as Inflation)

	1993
	66,09
	86,74
	12,43

	1994
	105,22
	158,02
	25,73

	1995
	89,11
	123,17
	18,01

	1996
	80,41
	134,19
	29,81

	1997
	85,67
	124,50
	20,91

	1998
	84,64
	115,53
	16,73

	1999
	64,87
	109,57
	27,11

	2000
	54,92
	36,20
	-12,08

	2001
	54,40
	99,60
	29,27

	2002
	44,96
	62,70
	12,23

	2003
	25,30
	46,00
	16,52

	2004
	8,60
	24,70
	14,83

	2005
	8,18
	16,30
	7,51

	2006
	9,65
	18,01
	7,63

	Year
	CPI in U.S.
	Interest Rate of T-Bill(maturity 1 year)
	Real Interest Rate (Nominal Interest - CPI as Inflation)

	1993
	2,97
	3,29
	0,31

	1994
	2,60
	5,02
	2,36

	1995
	2,81
	5,60
	2,72

	1996
	2,94
	5,22
	2,22

	1997
	2,34
	5,32
	2,91

	1998
	1,55
	4,80
	3,20

	1999
	2,19
	4,81
	2,56

	2000
	3,37
	5,78
	2,33

	2001
	2,82
	3,84
	1,00

	2002
	1,59
	2,00
	0,40

	2003
	2,28
	1,36
	-0,90

	2004
	2,67
	1,89
	-0,76

	2005
	3,38
	3,62
	0,23

	2006
	3,25
	4,94
	1,64


Rates of English CPI and T-Bills

       Rates of Japan CPI and T-Bills
	Year
	CPI in England
	Interest Rate of T-Bill(maturity 1 year)
	Real Interest Rate (Nominal Interest - CPI as Inflation)

	1993
	2,53
	8,91
	6,22

	1994
	1,98
	5,21
	3,17

	1995
	2,73
	5,16
	2,37

	1996
	2,49
	6,33
	3,75

	1997
	1,78
	5,78
	3,93

	1998
	1,59
	6,50
	4,83

	1999
	1,34
	6,81
	5,40

	2000
	0,79
	5,04
	4,22

	2001
	1,24
	5,80
	4,51

	2002
	1,26
	4,76
	3,46

	2003
	1,36
	3,86
	2,46

	2004
	1,34
	3,56
	2,19

	2005
	2,05
	4,44
	2,34

	2006
	2,22
	4,55
	2,28

	Year
	CPI in Japan
	Interest Rate of T-Bill(maturity 1 year)
	Real Interest Rate (Nominal Interest - CPI as Inflation)

	1993
	1,26
	4,23
	2,93

	1994
	0,70
	4,43
	3,70

	1995
	-0,12
	3,34
	3,46

	1996
	0,02
	3,07
	3,06

	1997
	1,69
	2,32
	0,62

	1998
	0,67
	1,47
	0,79

	1999
	-0,35
	1,77
	2,12

	2000
	-0,55
	1,75
	2,31

	2001
	-0,80
	1,33
	2,14

	2002
	-0,91
	1,25
	2,18

	2003
	-0,26
	1,01
	1,27

	2004
	-0,01
	1,50
	1,51

	2005
	-0,57
	1,36
	1,94

	2006
	0,29
	1,74
	1,45


2) Comparisons
According to the 1- year maturity treasury bills, Turkey has the greatest nominal interest rates between 4 countries. Starting from %86.74 at 1993, the interest rates gradually increase until 1996 and then start to decrease. Turkey gave the highest real interest rates in year 1996 - %29.81 and 2001, which was also the year of economic crisis, at %29.27. From 2001, with the disciplinary economic program, Turkey has been able to lower nominal interest rates from %99 to %18 in 2006. The CPI was highest at 1994, %105, and then decremented gradually, which was %9.65 at 2006. 


We can observe that Turkey also has the greatest real interest rates among all countries listed. Except year 2000, Turkey’s real interest rates have been higher than any nominal interest rate of other countries. This is a good reason why short-term portfolio investments are popular in Turkey, which are invested by foreigners. Although Turkey the nominal interest rates are very high, the real interest rates are nearly half of the nominal rates, because of the high inflation. The negative real interest rate of Turkey’s 2000 treasury-bill is caused by the high difference between nominal interest rate and high inflation. Still very high with compared to other developed countries, Turkey lowered its CPI and nominal interest rates, which leads to lower debt costs for the treasury.


United States experienced inflation rates ranging between %3.30 – %2.20 through 1993-2000 while the nominal interest rates were started from %3.29 reaching its top value at 2000, %5.78. The nominal interest rates gradually increased between these years, which resulted in real interest rates ranging %2.20-%3.20. From year 2001 to 2004 nominal interest rates fell down to %1.89 but the CPI rates stayed close to %2.3, which led to negative interest rates. Starting 2005, United States T-bill nominal interest rates are increased as well as the CPI in the country. The overall change between 1993 and 2006 was not rapid as in Turkey.

English treasury-bill nominal interest rates had a decrementing trend starting at 1993, from %8.91 to %4.55 in 2006. The CPI also decreased from 1993 to year 2000, %2.53 to %0.79. From 2001, the CPI rates started to increase and final rate was %2.22 at 2006. Although the highest real interest rate was at 1993 - %6.22, the high real interest series was achieved between years 1998-2001, ranging %4.50-%5.40. From the data inspected, we can conclude that England had the 2nd highest real interest rates among four countries, coming after Turkey.


Among four countries, Japanese is the one of the oddest, which experienced continuous deflation, in contrast with Turkey, experiencing high inflation. In years 1993-1998, Japanese had inflation rates between %1.5-%0.5 while the nominal treasury-bill rates were gradually decreasing from %4.23 to %1.47.  This also resulted in low real interest rates, but allowed to be use Japanese Yen as a debt instrument since the cost of borrowing was getting low too. Starting 1999 to 2005, Japanese experienced a series of deflation, while nominal interest rates were averaged to %1.2. At 2006, the CPI finally turned to positive and nominal interest rates reached to %1.74, leading to a %1.45 real interest rate.

 According to the data provided, the best way to invest seems to borrow from Japan and use the borrowed money to invest in Turkey. The cost of borrowing in Japan is very low, the country is experiencing low interest rates, while Turkey has unmatched real interest rates. Although Turkey lowered its nominal interest rates, we can see that at year 2006, Turkey still has the greatest real interest rate, three times more than following country.   Another point is that except Turkey, nominal interest rates in other companies started to increase from year 2003. The reason for the odd move of Turkey is, both the country was already experiencing very high interest rates and started to a tight economic program from year 2002. 

	Year
	Interest Rates of Turkish Eurobonds (in U.S. Dollars)
	Interest Rates of U.S. T-Bills (maturity 1 year)
	Risk Premium of Turkish Eurobonds

	2002
	11,817
	2,00
	9,817

	2003
	11,250
	1,36
	9,890

	2004
	8,230
	1,89
	6,340

	2005
	7,520
	3,62
	3,900

	2006
	7,125
	4,94
	2,185



The results of tight Turkish economic program can also be seen from the differences between interest rates of Turkish Eurobonds and United States treasury-bills. Starting from 2002, nominal interest rates of Turkish Eurobonds decreased gradually, from %11.817 to 7.125 at 2006. Contrary, the interest rates of U.S. t-bills gradually increased from 2003 to 2006. The result of these changes showed us the decrement in risk premium of Turkish Eurobonds. Thus, Turkey is getting economically more stable, and less risky because of the economic program applied right after economic crisis in 2001. The final risk premium at 2006 between Turkish Eurobonds and U.S. was %2.18, which 1/5 of the premium at 2002. The rapid advancement of Turkish economy and financial system allowed the country to borrow for lower costs and provided better debt financing conditions


Resources
Turkish Undersecretariat of Treasury: http://www.hazine.gov.tr/
United States Federal Reserve System: http://www.federalreserve.gov/
Central Bank of the Republic of Turkey: http://tcmbf40.tcmb.gov.tr/cbt.html
Bank of England: http://www.bankofengland.co.uk/statistics/index.htm
Bank of Japan: http://www.boj.or.jp/en/theme/research/index.htm
