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Main Points

• Researches on credit cycles shows that financial crises

follow credit expansions, are long time coming, and in

part predictable.

• US housing bubble and the crisis of 2008 look very much

like a standard credit boom followed by a crisis and a

recession.

• 2018 Turkish Currency & Interest rate crises is also a

standard boom & bust type of foreign currency & local

credit cycle roots which starts from 2009.
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World Economic History
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World Trade Levels
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Bretton Woods Deal
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Exchange Rates Volatility
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Inflation Under Control
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FED Target Interest Rates
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Financial Regulations 
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Liquidity Spirals

Source: Brunnermeier and Pedersen (2009).
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Evolution of leverage ratios at 

major investment banks

Note: Leverage ratio = Total Assets / Shareholders’ Equity. 
Source: Company 10K reports.
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Banks Capital Ratios
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Government Debt Problem
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Central Bank’s Policy Rates
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Low Inflation Rates
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Low Interest Rates
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Growth Forecasts
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Source: FITCH Ratings, Global Outlook September 2019



USA-CHINA Trade War…
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Trade war is the top tail risk

affecting global investors

Sources: Bank of America Merrill Lynch Global Fund Manager Survey. 
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Global economic policy uncertainty

has reached record highs
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USA Treasury Term Premium
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Bretton Woods II-III?
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Challenges for Monetary 

Policy in the current IMFS 
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Source: Mark Carney: The Growing Challenges for Monetary Policy in the current International Monetary

and Financial System, Jackson Hole Symposium 2019



Extreme Poverty Proportion
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Global Wealth Pyramid 2019
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Source: Credit Suisse, Global Wealth Report 2019



Corporate Profits
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AMZN-GOOG-FB-AAPL: $3.4T.tn
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Credit Cycle Facts

• Rapid credit growth is associated with higher risk of a financial 

crisis

Source: Schularick and Taylor (2012).
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EM’s Credit Growth Cycle
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Turkey’s Credit Habit
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Turkey Total Credit Cycle
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FX Risk Ranking
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İstanbul Konut Fiyat Endeksi

• İstanbul için 2019 3.Çeyreği itibariyle USD bazında konut fiyat

endeksi 2016 2.Çeyrekteki zirvesinde %49,2 gerisindedir.
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Kaynak: www.igd.com.tr



Summary of the Financial 

Crisis

• Extrapolative expectations central to the housing bubble.

• Continued neglect of downside risks central to

understanding 2007-2008.

• Central Bank’s policies are fantastic after Lehman,

behind the curve before Lehman.

• Hard to tell the story of the crisis without beliefs.
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Volatile capital flows amplify

domestic imbalances in EMEs

Source: IMF.  Notes: Excludes China 
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Greater reliance on foreign investors

increases capital flow volatility

• Correlation of capital flow volatility and the share of FX-denomi

nated corporate debt 

Sources: IMF and IIF. Notes: Measured as coefficient of variation of gross inflows scaled by extern
al liabilities
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For EMEs, market-based finance

accounted for all the increase in

foreign lending since the crisis

• Structure of external liabilities for emerging market economies 
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Financial Crises Responses
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Reforming EM Financial 

Systems

• EME’s can increase sustainable capital flows by

addressing “pull” factors including:

- reinforcing monetary policy credibility including safeguarding the

operational independence of central banks;

- building the resilience of their banks;

- deepening their domestic capital markets to reduce the

reliance on foreign currency debt; and

- expanding the scope and application of their macroprudential

toolkits to guard against excessive credit growth during booms.
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