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Memorandum

in response toa questmn about the implications for the US of another economic
crisis in Turkey requiring international ass:stance and funds:

Since the Turkish legislature’s veto of US troop dep!oyment on Saturday, Ankara
has worked feverishly to reach an agreement with the IMF in-an effort to calm financial
markets.| [IME’ ofhma]s are satisfied with the budget
proposal and a draft tax reform bill:but Ankara must rev:se plans for reduc:ng over-
employment at state-owned compan es and commlt to- bankmg reforms.

.'; ; B} .
— Even if the government meets a[i the IMF's criteria, the financial repercussions
of a war in Iraq would raise Ankara'’s foreign debt service costs—currently
about $30 billion annually—by driving down the exchange rate and pushing
up interest rates. Foreign commercial banks also are likely to reduce their
short-term exposure because of concems that Turkey would not be able to
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- sustain its debt service'payments and the government might have trouble
rolling over its $95 billion domesrlc short-term debt. | E(

? " if a financial crisis developed, the IMF and the World Bank, which have been réluctant
to extend more credit to Turkey, probably would press Washington to intervene and
couid call for greater funding trom the US and other industrial countries.

— The amount that Turkey owes to the IMF——more than $22 billion at current
exchange rates—is equal fo nearly 1,700 percent of Turkey's IMF quota, while
the normal limit is 300 percent, and Turkey already accounts for 26 percent
of the Fund's lending.  * | -}h 3 A,

— The World Bank could lend more, as its $8.9 billion exposure in Turkey is below
the $13.5 billion single country exposure limit and is equal to only 4 percent

of its total lending. Budget cuts the government made.to comply with the IMF’s
fiscal target have made it impossible for the Bank to disburse the remainder
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\of its existing budget suppart loans this month,
1

A financial crisis could prompt Turkey to seek the rescheduling of part of the $1.8 billion
owed this year to US Government agencies and other bilateral creditors. Rescheduling
the $19 billion in principal payments due to private-sector credifors would be harder because
Turkish banks helding government Eurobonds would be hurt.
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