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Abstract

The purpose of this study is to analyze the effects of economic, financial and political risks on CDS premium of
Turkey. For this purpose, we examine asymmetric effects of economic, financial and political risk variables on
Turkey’s CDS by employing nonlinear autoregressive distributed lag model for the period 2000:10-2020:06. Our
findings are two-fold. First, we find that both economic and financial risks have asymmetric effects on CDS premium,
while political risks have symmetric effect on CDS. Second, we find that increases in financial risks raise CDS
premium more than that of economic risks, while decreases in economic risks reduce CDS premium more than that
of financial risks. The empirical results imply that economic reforms appear to be more efficient than the financial
recovery measures in reducing CDS premium of Turkey.
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IKTISADI, FINANSAL VE POLITIK RiISKLERIN TURKIYE CDS PRiMINE
ETKILERI

Oz

Bu calismani amaci ekonomik, finansal ve politik risklerin Tiirkiye CDS primine etkilerini arastirmaktir. Bu amagla,
NARDL modeli kullanilarak 2000:10-2020:06 déneminde ekonomik, finansal ve politik risklerin Tirkiye CDS
primine asimetrik etkileri incelenmektedir. Analizden iki 6nemli sonug ¢ikmaktadir. 1k olarak, elde edilen bulgulara
gore, ekonomik ve finansal risklerin CDS primi (zerinde asimetrik etkileri bulunurken, politik risklerin CDS primi
iizerinde simetrik etkisi bulunmustur. Ikinci olarak, finansal risklerdeki artislarm CDS primini yiikseltmesi ekonomik
risklerdeki artiglarn CDS primini yiikseltmesinden daha fazla iken, ekonomik risklerdeki azaliglarim CDS primini
diigirmesi finansal risklerdeki azaliglarin CDS primini diisiirmesinden daha fazla olmaktadir. Ampirik analiz
sonuglarma gore, ekonomik reformlar CDS primini diigiirmede finansal reformlardan daha etkili olmaktadir.
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Introduction

Due to the increasing globalization in the world, developments in areas such as economy, finance
and politics have a profound effect on countries. In the globalization process, with the rapid and
easy movement of capital in the markets, the importance of credit rating agencies has increased.
Credit rating agencies such as Standard & Poor’s, Moody’s and Fitch have a huge impact on the
economy of a country. However, after the Asian Crisis that emerged in the second half of 1997
and the global financial crisis that started in America in the last quarter of 2007 and then affected
the whole world, rating agencies and their ratings have become a frequent subject of discussion
(Gunal, 2019). In particular, credit rating agencies have been criticized for reasons such as failing
to make objective assessments, incurring rating errors, working inefficiently, using methodologies
that are not clear and poor accuracy in their ability to predict a crisis (Ryan, 2012; Alexe& Lejeune,
2003; Kutuk & Okur, 2020; Tutar, Tutar & Eren, 2011).

Based on these negativities, other tools have emerged to provide more up-to-date, transparent and
reliable information regarding the credit risk of a country. The most prominent of these tools is the
one of the most important credit derivatives, Credit Default Swap (CDS) premium. CDS, in its
narrowest definition, is a financial insurance contract that enables the effective management of
credit risk. More broadly, a CDS is a loan derivative instrument that protects the creditor's money
in return for a certain amount in case of default of a reference asset. Also, a CDS is a contract
where the protection seller undertakes to pay the credit risk of the protection buyer partially or
completely in return for a certain amount to be paid (CDS premium) if a credit risk in terms of the
reference asset arises. CDS premium is often called “spread” in financial markets. The CDS spread
is perceived to be an indicator of the credit quality of any single reference entity. A CDS’s reference
entity may be a bond issuing private corporation or government. Hence, these “spreads” reflect the
market's view about the solvency of a country. CDS spreads are high when a default is likely to
occur, and when the risk premium for bearing sovereign credit risk is high, and vice versa.(Kunt
& Tas, 2008; Ashcraft & Santos, 2009; ECB, 2009; Fontana & Scheicher, 2010; Raunig, 2018).

The CDS premium, which is the most practical way for a country to see its credit risk, became one
of the leading indicators especially after the 2008 financial crisis period. In addition, it has become
one of the favorite tools of providing information about the financial markets and measuring debt
payment capabilities (Yenisu & Yenice, 2018). Because changes in economic, financial and
political risks directly and indirectly affect the CDS market, CDS becomes a parameter scrutinized
by international investors (Bozkurt & Kaya, 2018). So, changes in CDS reflects sentiment or
forward-looking beliefs of these investors. These investors are directly or indirectly affected by
the risks in the countries they intend to invest in (Ayaydin, Pala & Barut, 2016).

The main purpose of this study was to examine the impact of economic, financial and political
risks on CDS premiums in Turkey. The literature on economic, financial and political risks mainly
focuses more on the effects of those risks on foreign direct investments, economic growth, current
account deficit and credit rating agencies. Therefore, the number of studies analyzing the effects
of economic, financial and political risks on CDS premiums is limited. Examples of studies that
are closely related to the subject are given below.

Brandorf & Holmberg (2010) examined the effects of changes in macroeconomic variables of
PIIGS countries on the CDS spreads within the PIIGS countries for the period 2004Q1-2009Q3.
They found that while an increase in public debt increased the CDS premium, the most effective
variable on CDS was unemployment and the least effective variable was inflation. Balding (2011)
examined the relationship between CDS pricing and elections in 13 emerging market economies
for the period 2004-2007 and found that elections had statistically significant effect

On CDS pricing. Longstaff, Pan, Pedersen & Singleton (2011) investigated the nature of CDS by
examining the relationship between CDS spreads of 26 countries and country-specific factors of
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those countries and the relationship between CDS spreads and global financial variables. They
found that although local stock market returns, exchange rates and foreign reserves had an effect
on the CDS spreads, US stock markets and US bond interest rates had much higher effect on the
CDS spreads of those countries. Plank (2012) analyzed the effect of CDS premiums of six
countries and found a high correlation between CDS premiums and the foreign debt solvency of
countries. Aizenman, Hutchison, & Jinjarak (2013) examined the relationships between CDS
spreads and fiscal space and some macroeconomic variables for 5 countries over the period 2005-
2010. They find that the T-Bill spread, trade openness, external debt and inflation have an
influence on the CDS spreads. Wisniewski & Lambe (2015) investigated how changes in
Economic Policy Uncertainty (EPU) might affect the CDS spread index for US and Europe over
the period 2006-2014. They found that short-term shocks in political risk have statistically
significant effects on CDS spreads. Basarir & Keten (2016) examined short and long run
relationships between CDS premium, stock indexes and exchange rates for 12 emerging market
economies using monthly data for the period 2010-2016. The findings indicate that there is a
bidirectional causality relationship between CDS and stock indexes and a unidirectional causality
effect from CDS premium to exchange rates. However, a long run relationship is not found
between the variables. Liu & Zhong (2017) studied the effect of political uncertainty on individual
firm’s credit risk for 30 countries using monthly data over the period 2003-2012. Single-name
CDS spreads were used to measure the credit risk of individual firms. They find that political
uncertainty affects the credit risk of individual firm. Raunig (2018) considers 16 major economies
to examine whether economic policy uncertainty helps to explain the variability of CDS spreads
for the period 2008-2017. He finds strong support for a positive link between EPU and a country’s
CDS volatility. Lee & Hyun (2019) investigated whether good and bad news has an asymmetric
effect on CDS using data of 405 firms over the period 2003:01-2012:11. According to the findings,
negative jumps have stronger influences on CDS spreads than positive jumps. Huang, Lin, & Yang
(2019) investigated whether the qualities of political, legal and regulatory institutions affect the
CDS premium for 70 countries over the period 2000-2015. According to the research results, it
was concluded that high corporate quality is associated with lower country risk which is suggesting
that institutional quality has a role in explaining sovereign CDS spreads.

Ersan & Giinay (2009) tested whether the closure case against the ruling party in March 2008 in
Turkey has a statistically significant effect on Turkey’s CDS using daily data for the period 2004-
2009, and they found no significant relationship. Kilc1 (2017) analyzed the cointegration
relationship between economic and financial risk element sand CDS premiums in Turkey using
monthly data over the period 2010-2015. As a result of the analysis, a long-term relationship was
found between CDS premium and financial performance indicators. Atasever (2017) examined the
relationship between Turkey's CDS premium, central bank reserves, domestic interest rate, dollar
rate, bond interest rate, BIST100 index closing prices and election periods by VAR method using
monthly data for the period 2010-2016. According to the analysis, the CDS variable in the short
term is determined by exchange rate and bond interest rate, while the central bank reserve and
stock market closing index are affected by the CDS premium. Furthermore, among all the
variables, only the CDS variable is affected by election periods. Bozkurt& Kaya (2018) studied
the effect of good and bad news in the geography of the Arab Spring, namely in Irag, Iran and
Syria which are countries bordering Turkey, on the CDS premiums Turkey over the period 2010-
2013. The study concluded that only good and bad news from Iran had an impact on Turkey's CDS
premiums. Akyol & Baltaci (2018), examined what domestic and global variables affected
Turkey's CDS premiums using monthly data for the period 2006-2015. According to the study,
local variables affecting CDS premiums in Turkey are real interest rates, BIST100 index returns,
current account balance, portfolio investments and inflation rates, while the global variables
affecting CDS premiums are the VIX, MSCI-Europe index, FED interest rates, oil prices and US
economic/monetary policy uncertainties. Ulusoy & Kendirli (2019) analyzed the effects of terrorist
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attacks in Turkey on the VIX fear index, the Borsa Istanbul 100 Index and its reflection on the
CDS over the period 1997-2017. According to the results of the study, terrorist incidents in Turkey
are reflected in the VIX fear index as slowly and delayed. In addition, it was determined that the
fear index was low just before terrorist events, and went into a sudden accelerated increase
immediately after an event. Furthermore, the effects of terrorist events on CDS in Turkey are
manifested after the sixth day.

We employ nonlinear autoregressive distributed lag (NARDL) model to examine asymmetric
effects of economic, financial and political risk variables on Turkey’s CDS for the period 2000:10-
2020:06. Our findings are two-fold. First, we find that both economic and financial risks have
asymmetric effects on CDS premium, while political risks have symmetric effect on CDS. Second,
we find that increases in financial risks raise CDS premium more than economic risks that increase
the CDS premium, while decreases in economic risks reduce CDS premium more than the financial
risks that reduce the CDS premium.

The paper is structured as follows, Section 1 develops econometric methodology, Section 2
describes data and the empirical results, and Section 3 concludes.

1. Methodology

The linear ARDL model proposed by Pesaran and Shin (1999) and Pesaran et al. (2001) takes the
following form:

p-1 g-1
Ay, =pyt—1+6kt—1+27iAyt—i +Z(DiAXt—i + € (1)
i1 i=0

where Y, is the dependent variable, X;_; is a k x1 vector of regressors, o and & coefficients
represent long-run parameters and y,and ¢, coefficients represent the short-run parameters
respectively. The €, isthe i.i.d.error term.

Shin et al. (2014), introduce the NARDL model which decomposes the vector of regressors X;
into positive and negative partial sums.

X, =Xy + X + X, @)
where x, and x, are partial sum processes of positive and negative changes in X, :

t t t t
X, =Y A =Y max(Ax;,0), X, = Y AX] = Y min( Ax;,0)

=1 =1 =1 j=1
In this case, the asymmetric long-run regression can be written as follows:

++ v

yt:ﬂ Xt+ﬂ X + U 3)

Where, S and S~ represent long-run parameters associated with the positive and negative

changes in x,, and u, denotes deviations from the long-run equilibrium. Following Shin et al.
(2014), the NARDL model can be written as follows:

p-1 q-1
AY, =Y+ O X+ O X+ Z7iAyt—i + Z((DTAX:—J' + (Pj_AXt_—j) + € (4)
i=0

i=1
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where, @; and ¢, are the short-run adjustment coefficients to positive and negative changes in
X,. In order to test an asymmetric long-run relationship among the levels of the y,, x and x_,
Shin et al. (2014) propose F-statistic ( Fpg5) developed by Pesaran et al. (2001) for the joint null

p=60"=6" =0 inequation (4). Thus, Fpg tests the joint null hypothesis of no cointegration

against the alternative of cointegration. Wald test can be employed to test for long and short run
asymmetries in equation (4). By employing Wald test, the long-run asymmetry can be tested by

+ —

testing the null hypothesis of g* =", where B* :—9— and S~ :—9— respectively, while
p P

q-1 gq-1
short-run asymmetry can be tested by testing the null hypothesis of Y ¢ => ¢/ .
i=0

i=0
We can also derive the asymmetric dynamic multipliers associated with unit changes in x,;” and

X, on Y,.The cumulative dynamic multiplier effects of x;” and x, on Y, can be evaluated as
follows:

m, :Z% and m, =Zh:6yt” ()

h
i OX/ o X
where (h=012,...).If h—oo0,then m — " and m_ — .

2. Data and Empirical Results

In this paper we study the effects of economic, financial and political risks on Turkey’s CDS using
monthly data for the period 2000:10-2020:06. The data for economic, financial and political risks
have been obtained from the ICRG, while the data for CDS have been obtained from the
Bloomberg. Because ICRG presents comprehensive risk structure for a country with ratings for its
economic, financial and political risks, most authors used the ICRG data in their research (Howell
& Chaddick, 1994; Erb, Harvey and Viskanta, 1996; Assane & Grammy, 2003; Harvey, 2004;
Hoti, 2005; Busse & Hefeker, 2007; Lehkonen & Heimonen, 2015; Nawaz, 2015; Hakimi &
Hamdi, 2017; Asif & Majid, 2018; Aziz, 2018; Filippou, Gozluklu & Taylor, 2018; Kirikkaleli,
2020; etc.). Economic, financial and political risk ratings provided by ICRG are scored between
0-50, 0-50 and 0-100, respectively (for more information see, Howell, 2011). In each case, the risk
increases as the risk score approaches zero, and the risk decreases as the risk score increases. Due
to the possibility of causing confusion in the interpretation of econometric findings, we divided
economic, financial and political risk scores by one. Thus, increases (decreases) in risk scores
indicate that the relevant risks have increased (decreased) in Turkey. As a result, in this study, the
resulting economic, financial and political risks are represented by ERR, FRR and PRR
respectively. Table 1 presents a summary of the data used for econometric analysis.
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Table 1: Summary of the Data

Symbol Variable Database
CDS Credit Default Swap Bloomberg
ERR Economic Risk Rating Obtained from the ICRG dataset
FRR Financial Risk Rating Obtained from the ICRG dataset
PRR Political Risk Rating Computed by Principal Component Analysis method using twelve

different political risk components for Turkey obtained from the
ICRG dataset.

Table 2 presents unit root test results for CDS, ERR, FRR and PRR variables. According to all
unit root test results in Table 2, FRR is level stationary, while CDS, ERR and PRR variables are
stationary at first differences. Hence, we can say that CDS, ERR and PRR variables are 1(1)
variables, while FRR series is an 1(0) variable.

Table 2: Unit Root Test Results

ADF PP KPSS
Level First Level First Level First Decision
Difference Difference Difference
CDS - 2,368 -15,591™" -2,401 -15,658™" 1.215™ 0,084 1(2)
ERR -1,758 -11,202™ -3,144™ -17,6177 1.418™ 0,080 1(2)
FRR -3.310™ -17,736™  -4.429™  -17.822"" 0.135 0,016 1(0)
PRR -1.554 -17,369™ -2.279 -17,453™ 0.765™ 0,062 1(2)

Note: *** ** and * denote the rejection of the Honull hypothesis at 1%, 5% and 10%significance levels respectively.
For the KPSS test, Ho null hypothesis indicates that the series is stationary, while H; alternative hypothesis indicates
that the series is non-stationary.

The unit root test results indicate that we can use ARDL or NARDL models to investigate the
effects of economic, financial and political risks on Turkey’s CDS. Table 3 reveals bounds test
results proposed by Pesaran et al. (2001). The test results in Table 4 indicate that there is a long-
run cointegration relationship between CDS premium and economic, financial and political risk
variables (i.e. ERR, FRR and PRR).

Table 3: Bounds Test Results for Cointegration

Dependent Variable F statistic Bounds critical value® Outcome
1(0) 1(1)
CDS = f(ERR, FRR, PRR) 5.064" 3.23 4.35 Cointegration

Note: T Critical values at 5% significance level with k=3 are taken from Pesaran et al. (2001) with unrestricted intercept
and no trend. * indicates the rejection of no cointegration at 5% significance level.
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The Wald test in Table 4 tests the null hypothesis of long-run symmetry against the alternative of
long-run asymmetry between CDS and ERR, FRR and PRR variables in the NARDL model. The
Wald test results in Table 4 indicate that the ERR variable has significant asymmetric effect on the
CDS premium in the long-run, while the FRR and PRR variables have no significant asymmetric
effects on the CDS premium of Turkey in the long-run.

Table 4: Wald Test Results.

Variables Long-run asymmetry
ERR 6.1859 (0.0137)
FRR 2.1767 (0.1401)
PRR 0.9155 (0.3387)

Note: Figures in parenthesis are the p-values for the Wald test.

Table 5: The Estimation Results of NARDL model for the CDS Equation.

Variable Coefficient Std. Error t-statistic p-value
C 3.314856 0.927906 3.572414 0.0004
LCDS(-1) -0.249064 0.042932 -5.801414 0.0000
LERR_P(-1) 0.564091 0.301046 1.873770 0.0624
LERR_N(-1) 0.932341 0.232882 4.003494 0.0001
LFRR_P(-1) 0.779029 0.230482 3.380005 0.0009
LFRR_N(-1) 0.588365 0.223183 2.636243 0.0090
LPRR(-1) 0.538804 0.245198 2.197427 0.0291
DLERR_P 0.946676 0.467109 2.026671 0.0440
DLERR_P(-1) -1.050213 0.530563 -1.979431 0.0491
DLERR_P(-2) -1.436289 0.566431 -2.535680 0.0120
DLERR_P(-3) -0.727630 0.360303 -2.019493 0.0448
DLERR_P(-4) -0.669870 0.347042 -1.930225 0.0550
DLERR_P(-5) -1.041274 0.316536 -3.289590 0.0012
DLERR_P(-6) -1.140986 0.315345 -3.618212 0.0004
DLERR_P(-7) -0.949646 0.399908 -2.374661 0.0185
DLERR_P(-8) -0.526290 0.374489 -1.405354 0.1615
DLERR_P(-9) -0.678820 0.372865 -1.820554 0.0702
DLERR_N -0.251340 0.461884 -0.544163 0.5869
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DLERR_N(-1)
DLERR_N(-2)
DLERR_N(-3)
DLERR_N(-4)
DLERR_N(-5)
DLERR_N(-6)
DLERR_N(-7)
DLERR_N(-8)

DLFRR_P

-0.911924 0.441537 -2.065341 0.0402
-0.641652 0.431559 -1.486825 0.1386
-0.315916 0.296953 -1.063859 0.2887
-0.611377 0.292635 -2.089211 0.0380
-1.293112 0.288443 -4.483072 0.0000
-0.384805 0.297899 -1.291729 0.1979
-0.397676 0.296489 -1.341281 0.1814
-0.536377 0.291496 -1.840084 0.0672
1.969063 0.458032 4.298962 0.0000

Long-run asymmetric effects on CDS

LERR_P
LERR_N
LFRR_P
LFRR_N

LPRR

2
X RESET

2

AN

I:PSS

WSR

2.264843 1.101837 2.055515 0.0411
3.743374 0.598412 6.255508 0.0000
3.127823 0.784487 3.987092 0.0001
2.362302 0.804985 2.934591 0.0037
2.163315 0.929534 2.327312 0.0210
0.29
0.22

0.5678 [0.7528]

22.745 [0.6473]

0.9313 [0.3357]

23.820 [0.0000]

6.3288™

23.484  [0.0000]

Note: ;(EM , ;(,i , ;(éESET and ;(,i denote test statistics for serial correlation, heteroscedasticity, functional form

(Ramsey’s RESET test) and normality, respectively. Figures in brackets are the p-values. Wy denotes the Wald test
for short-run symmetry condition.”™ denote the rejection of no cointegration at 1% significance level.

In order to estimate the long-run asymmetrical relationships between the CDS and ERR, FRR and
PRR variables for the analyzed period, the NARDL model is estimated. The estimation results are
presented in Table 5. Since the positive and negative coefficients of PRR variable have been found
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insignificant in the NARDL estimation, and since the Wald test result in Table 4 strongly rejects
the long-run asymmetric effects of PRR variable, we analyzed its symmetric long and short run
effects on the CDS premium in the NARDL model. Fg test statistic in Table 5 indicates that
there is a significant cointegration relationship in the estimated NARDL model. ERR and FRR
have significant asymmetric effects on the CDS. The estimated long-run coefficients of ERR™ and

ERRare 2.265 and 3.743 respectively. This means that 1% increase in economic risk is necessary
to increase the CDS by nearly 2.3% for Turkey, while 1% decrease in economic risk is necessary
to decrease the CDS by 3.7%. Hence, the empirical results indicate that the effect of a decrease in
economic risk is much larger that the effect of an increase in economic risk on CDS. On the other

hand, the estimated long-run coefficients of FRR™ and FRR™are 3.128 and 2.362 respectively.
This means that about 1% increase in financial risk is necessary to increase the CDS by nearly
3.1%, while 1% decrease in financial risk is necessary to decrease the CDS by nearly 2.4%. As
such, the empirical results indicate that the effect of an increase in financial risk is much larger
that the effect of a decrease in financial risk on CDS. Therefore, we can conclude that increases in
financial risks play a more important role than economic risks in increasing CDS premium. This
result is expected since Turkish economy in the analyzed period can be characterized as a fast-
growing economy with predominantly dependent on foreign financing which leaves Turkish
economy more fragile against the changing risk appetite of foreign investors (for further readings
see Telli et al., 2008; Ozatay, 2008; Macovei, 2009; Uygur 2010; Ozatay, 2016; Ozer & Yeldan,
2016; Abioglu et al., 2020). Thus, we can say that the effects of increases in financial risks on CDS
spreads are higher than the effects of increases in economic risks for Turkey that is vulnerable to
sudden stops. Further, according to the estimation results, decreases in economic risks play more
important role than the decreases in financial risks in decreasing Turkey’s CDS premium. This
result is also expected since implemented economic reform programs in Turkey in the analyzed
period have boosted economic growth and decreased macroeconomic risks (Macovei, 2009;
Rodrik, 2012). Thus, we can say that decreases in economic risks have tendency to reduce CDS
spreads more than the financial recovery.

We found that political risk variable PRR has a significant symmetric effect on CDS premium.
The estimated long-run coefficient of PRR is 2.163. This result indicates that a 1% increase
(decrease) in PRR causes 2.16% increase (decrease) in CDS premium, or a 0.46% increase
(decrease) in PRR causes a 1% increase (decrease) in CDS premium.

The bottom part of Table 5 presents the diagnostic test results. According to the diagnostic test
results, there are no remaining autocorrelation and heteroscedasticity in the estimated model. So
we can say that the NARDL model is well specified. Also, the Wald test for short-term symmetry
condition indicates that there is short-run asymmetry in the model. Overall, the estimation results
reveal the existence of asymmetric effects of ERR and FRR variables on the CDS premium, and
the results are consistent with the economic theory.
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Figure 1: Dynamic Multipliers for CDS
a)
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The dynamic multipliers can further summarize and explain the dynamic asymmetric effects of
ERR and FRR variables on the CDS premium in the NARDL model. In Figure 1, we observe
significant and apparent asymmetries in the adjustment patterns traced by the dynamic multipliers.
Figure 1a shows that the long-run response of CDS to positive and negative ERR shocks achieves
after 15 months. The asymmetry line in Figure 1a reveals that asymmetric effect of ERR on CDS
becomes statistically significant after 5 months. Further, as seen from asymmetry plots of Figure
la, after 10 months the response of CDS to the negative ERR shocks becomes higher than the
response of CDS to the positive ERR shocks. On the other hand, CDS responds rapidly to positive
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FRR changes but full adjustment to the new equilibrium takes nearly 7 months. By contrast, the
CDS premium responds mildly to the negative FRR changes and full adjustment is achieved within
10 months. The asymmetry line in Figure 1b reveals that there are significant and apparent
asymmetry in the response of CDS to positive and negative FRR changes. Hence, we can say that
dynamic multiplier plots are compatible with the estimation results of long-run coefficients in the
NARDL model.

Figure 2: CUSUM and CUSUM of Squares Test Results
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Figure 2 illustrates the CUSUM and CUSUM of squares test results. Both CUSUM and CUSUM
of squares test statistics are within the 5% confidence interval which suggest that the estimated
parameters in the model don’t include any structural changes.

3. Conclusion

Our study analyzes the impacts of economic, financial and political risks on Turkey’s CDS for the
period 2000:10-2020:06. The findings indicate that the effects of changes in ERR and FRR on
Turkey’s CDS are asymmetric while the effect of changes in PRR on CDS is symmetric for the
period 2000:10-2020:06.We conclude that increases in financial risks play a more important role
than economic risks in increasing CDS premium. This result is expected since Turkish economy
in the analyzed period can be characterized as a fast-growing economy with predominantly
dependent on foreign financing which leaves Turkish economy more fragile against the changing
risk appetite of foreign investors. Thus, effects of increases in financial risks on CDS spreads are
higher than the effects of increases in economic risks that heighten CDS. Furthermore, we find
that decreases in economic risks play a more important role than the decreases in financial risks in
decreasing Turkey’s CDS premium. This result is also expected since implemented economic
reform programs in Turkey in the analyzed period have boosted economic growth and decreased
macroeconomic risks. Thus, we can say that the implemented economic reform programs in
Turkey in the analyzed period have been more effective than the financial recovery measures in
reducing CDS spreads. Hence, the empirical results imply that the economic reforms appear to be
more efficient than the financial recovery measures in reducing CDS premium of Turkey.

Yazarhk Katkilan (Authorship Contributions): Vasif Abioglu, Munise Ilikkan Ozgiir, Esra
Soyu
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