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The aim of this study is to evaluate the relationship between Turkey's Credit
Default Swap (CDS) premiums and the USD and Euro exchange rates. In order to
measure this relationship, time series analyses were used for the period January 3rd, 2005
to December 31st, 2019. Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) tests
were performed for stationarity tests. Then, Johansen cointegration analysis was used to
determine long-term relationships. The vector error correction model was used to determine
short-term relationships, and the Granger causality test was used to determine causality
directions. CDS was used as the dependent variable, and the USD and EURO exchange
rates were used as the independent variables. As a result of the study, it was found that the
USD rate and EURO rate variables have a long-term relationship with CDS. CDS
increases by 38.8% when the USD rate increases by 1%, and CDS increases by 24.2%
when the Euro rate increases by 1%. When we look at the coefficient values, it is seen that
the effect of the USD rate on CDS is higher compared to that of the Euro rate. In addition,
a bidirectional causality relationship was found between the variables.

KREDIi TEMERRUT SWAPLARI iLE EURO VE DOLAR KURLARI ARASINDAKI
ILISKiNIN DEGERLENDIRILMESIi: TURKIYE ORNEGI

0z
Anahtar Kelimeler:
CDS Primleri
Déviz Kuru

Granger Nedensellik Testi

Kredi Temerriit Swaplart

Bu ¢alismada Tiirkiye'nin Kredi Temerriit Swap (CDS) primleri ile Dolar ve
EURO kurlart arasindaki iliskinin olgiilmesi amaclanmigtir. S6z konusu iliskinin
oOlciilebilmesi  [03.01.2005-31.12.2019] donemi icin zaman serileri analizleri ile
incelenmistir. Ik asamada duraganlik testleri icin Augmented Dickey-Fuller (ADF) ve
Phillips-Perron (PP) testleri uygulannustir. Daha sonra uzun dénem iligkilerin
belirlenmesi icin Johansen egbiitiinlesme analizi kullamilnustir. Kisa donem iliskilerin
belirlenmesinde wvector error correction model kullamimis, nedensellik yonlerinin
belirlenmesi i¢in Granger nedensellik testi analiz edilmistir. Bagimli degisken olarak CDS,
bagimsiz degisken olarak Dolar ve EURO kurlart alhimmustir. Calismamin sonucunda, Dolar
kuru ve EURO kuru degiskenlerinin CDS ile uzun dénemli iliskiye sahip oldugu tespit

JEL Kodlar: edilmistir. Dolar kuru %1 arthiginda CDS %38.8 artmakta, EURO kuru %1 arttiginda

G11, G23, G32 CDS %24.2 artmaktadir. Katsayr degerlerine bakildiginda, Dolar kurunun CDS
tizerindeki etkisi EURO kuruna gore daha vyiiksek oldugu goriilmektedir. Ayrica
degiskenler arasinda ¢ift yonlii nedensellik iliskisi tespit edilmistir.
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1. INTRODUCTION

CDS, i.e. Credit Default Swap, is an indicator that explains country risks. In
the simplest terms, if you cannot get your debt back, you ask the guarantor for it. The
guarantor will vouch for you for a fee (CDS premium), and the guarantor will pay
you the amount of the nonpayment. The less likely you are to receive your debt from
the lender, the higher the amount of money (CDS premium) you need to pay to
convince the guarantor. This means that you insure your claim (with a CDS
premium) and eliminate the nonpayment risk of your claim. In summary, CDS
premium is a kind of insurance premium in cases where it is risky to get back the
principal and interest at the end of maturity in your bonds, etc. investments.
Moreover, the higher the CDS premium, the higher the risk of nonpayment of the

loan on its term.

In the simplest terms, it is a price taken from investors against the risk of
nonpayment of the debt instruments (treasury bills, government bonds, financing
bills, etc.) issued by a government or a country's companies on the market, on due
dates. It would not be wrong to think of it as a kind of insurance. This insurance

premium paid against the risk of nonpayment is called the CDS premium.

The government and private sector companies borrow money from people,
companies or some sectors for many reasons, such as providing cash balance,
repaying a previous debt, intervening in the exchange rate in the market or for
investment, both in the long and short term. In exchange for this borrowed money,
some bonds are issued depending on the maturity of the debt. Especially when the
debt is due, the investor wants to receive both the debt and its committed interest in
tull. Thus, at this point, the debt is guaranteed to be paid through a premium,
considered a kind of insurance, in order to avoid the concern that may arise because
of the question "What if the debtor fails to pay back?" This premium, which is a type

of insurance premium, is called the CDS premium.
CDS operations are defined by four basic parameters: These are;

. Credit Factor: The CDS contracts are indexed to the credit risk of the

transacted financial asset (bond or credit).
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J Nominal Quantity: Indicates the amount of credit risk transferred from

one party (creditor) to the other (third party).

. Spread (Risk Premium): They are periodic premium payments. In

practice it is usually paid every 6 months.

J Maturity: Refers to the expiration date of the CDS contract (Erdil, 2008,
78).

CDS premium is an indicator that measures the countries' risks of not paying
back their debts. Therefore, the higher the premium, the country enters a more risky

environment unfortunately.

In addition to returns such as interest, the investor will also face a cost such as
CDS premium when investing. Naturally the real and nominal return will also
decrease. This additional cost will be even more costly in case the CDS score
increases. In other words, when investing, the investor will take risks and also bear a
surplus monetary cost. This would further increase the risk of finding debt for the

state and the private sector.

In line with the decline of confidence in credit rating agencies with the global
economic crisis of 2008, a need for new indicators has emerged in order to accurately
and timely analyze the risk for economic agents in the market. As a result of this
need, the indicators and instruments that can replace the credit rating have become
of great importance for the relevant economic agents. CDS has been one of the
indicators that international investors use very often for evaluating their investment
risks simultaneously in foreign countries, especially after the 2008 global economic
crisis. As in all over the world, CDSs are affected by economic and political factors in
Turkey. After the 2008 global economic crisis, CDS began to serve as a barometer of

the economy.

Studies investigating Turkey's risk perception in the literature generally focus
on the relationship between country credit rating and CDS, and macroeconomic
variables, financial variables and country CDS premiums. In this study, the

relationship between Turkey's Credit Default Swaps and Dollar and Euro exchange
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rates [03.01.2005-31.12.2019] was analyzed with the time series analysis for 5 days of

the week.
2. LITERATURE

In the literature review, it is observed that the studies are generally aimed at
investigating Credit Risk Swaps. The studies on Credit Risk swaps in the literature

are as follows.

In his 2019 study, Fettahoglu investigated whether there was a relationship
between CDS premiums and the risk appetite index. The analysis was performed
using 5-year CDS premiums covering the period between November 1st, 2013 and
February 9th, 2018. As a result of the study, he found that CDS premiums drop as

investors' risk appetite increases.

In 2018, Akkus et al. investigated whether there was a volatility spread effect
between bonds and CDS premiums, and the relationship between these two financial
products. The analysis of the study was carried out using 5-year CDS and 5-year
benchmark bond interest rate return data of Turkey for the period March 19th, 2012 to
October 24th, 2017. As a result of their study, Akkus et al. found that there was a high
positive correlation between the interest rates of 5-year government bonds and CDS

risk premiums in Turkey.

In their study conducted in 2018, Ding, Yildiz and Kirca aimed to identify the
structural breaks in CDSs calculated for Turkey and the economic and political
reasons behind these breaks. The analysis was performed on the basis of monthly
CDS data, covering a 5-year-period from January 2012 to December 2016. As a result
of their study, Ding et al. found that there were four separate structural breaks in
Turkey's CDS premiums during the analysis period. They found that these breaks
were downwards in April 2013, and upwards in September 2014, June 2015 and
February 2016, respectively. When they looked at the reasons for the structural
breaks in the relevant periods, they saw a large number of economic and political
events in these periods, and concluded that these events had an effect on the breaks

in the CDSs.

In their 2018 study, Yenisu and Yenice investigated the effect of countries' key
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macroeconomic variables on the country risk. The analysis of their study was carried
out using monthly data from the period June 2008 - April 2018. As a result of the
study, they found that there is a long-term relationship between the exchange rate
and interest rates and CDS, and that there is a one-way causality relationship from
exchange rate and interest rates towards CDS. They found that there was no

cointegration and causality relationship between the inflation rate and the CDS.

Danaci et al. investigated whether there was a relationship between CDS
premiums and growth in Turkey in 2017. The analysis was carried out using the CDS
premiums and growth figures of Turkey between 2009 and 2015. As a result of their
study, they found a bidirectional causality relationship between economic growth

and CDS variables.

In their study in 2017, Bektur and Malcioglu investigated the relationship
between Turkey's Credit Default Swap (CDS) premiums and stock market closing
indices (BIST 100). The analysis of their study was carried out using daily data
between October 12th, 2000 and February 17th, 2017. As a result of their study, they
found a one-way relationship between the BIST 100 Index and CDS premiums from

CDS to the stock exchange.

Conkar and Vergili investigated the relationship between Turkey's credit
default swaps and exchange rates in 2017. They used time series analyses for the
period January 4th, 2010 to December 31st, 2015 period. As a result of the study, they
found that Turkey's credit default swaps and foreign exchange rates did not change
together in the long-term. They also identified a one-way causality relationship from

the USD towards the CDS and the Euro.

In his 2017 study, Kilc1 investigated the relationship between Turkey's 5-year
CDS premiums and macroeconomic and financial variables, which are believed to
lead to a change in the country's credit risk. The analysis of the study was carried out
by applying Engle-Granger and Johansen Cointegration Tests, using monthly values
for the 2010-2016 period and the end-of-month values of the CDS premiums with a
term of 5 years within the same period. They found as a result of their study that the

relationship between Turkey's 5-year CDS premiums and macroeconomic and
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financial variables was weak, and that the explanatory power of these variables was

not evident.

Telek and Sit investigated whether there was a relationship between Turkey's
risk premium and the total amount of non-performing loans in the Turkish banking
sector in 2017. The analysis was carried out using the non-performing loans total and
CDS premiums of the Turkish banking sector between 2005 and 2015. As a result of
their study, Telek and Sit identified a causal relationship from CDS to Problematic
Loans. They observed a drastic increase in problematic loans as risk premiums

increased.

In their 2015 study, Corte, Sarno, Schmeling and Wagner investigated the
relationship between the currencies of 20 countries in USD and CDSs. The analysis of
their study was carried out using the data between January 2003 and November
2013. In the study, they found that there appeared to be a depreciation in the
exchange rates in response to an increased credit default swap due to the country's

risk.

In their study in 2014, Wang and Yao investigated financial components
affecting CDS premium and volatility in 6 Latin American countries before and after
Lehman's bankruptcy using a data set from August 2006 to September 2010. Their
study found that while there was a significant relationship between the global risk
perception fear (VIX) index and the country's risk premium prior to Lehman's

bankruptcy, the relationship was not significant afterwards.

In their study in 2013, Keten et al. investigated the relationship between the 5-
year CDS premiums in Turkey and the financial variables that are believed to affect
the CDS premium. The study used the price of Brent oil, Dow Jones Stock Market
Index, U.S. short-term and long-term interest rate variables along with Turkey's 5-
year CDS premium. The analysis of their study was carried out using daily data
between October 2000 and May 2013. As a result of their study, Keten et al. identified
a long-term relationship between the variables. In addition, they identified a one-
way causality relationship from U.S. long-term interest rates towards Turkey's 5-year

CDS premium.
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In their 2013 study, Liu and Morley used 2004-2010 dataset of Belgium, the
UK, Switzerland, Spain, France, Italy, Norway, Portugal, Ireland, the Netherlands,
Germany, Japan and the United States, and investigated the relationship between 10-
year CDS premiums and various macroeconomic variables, including
unemployment, exchange rates, stock market indices and industrial production
through the method of panel analysis. As a result of their study, they identified a
significant correlation between the variables and many of the countries that were the

subject of the study.

In 2013, Pollege and Posch studied whether the CDS premium gave the signals
needed to manage the bond portfolio. The scope of the study covers 13 European
countries. The analysis of the study was carried out using the dataset of the period
between May 2000 and December 2010. The study investigated the results of the
investment decisions taken according to the direction of the CDS bond base between
the day of the bond announcement and the day of the borrowing. As a result of the
study, they found that the strategy of selling the existing bonds to buy new bonds in
case of positive base was successful in 9 countries other than Finland, Ireland,

Portugal and Sweden.

In their 2013 study, Vashkevich and Basazinew investigated the relationship
between CDS and stock market indices by using Granger causality and VAR analysis
methods using the 2007-2011 dataset of Asian countries. As a result of their study,
they found that there was a negative correlation between equity markets and CDS

premium of countries.

In a study by Sand in 2012, the relationship between 5-year maturity CDS
premiums and macroeconomic variables, such as the current account deficit, risk-free
interest rate, real exchange rate, investors' risk appetite, inflation rate and GDP, was
investigated by using a 2007-2011 dataset of 16 European nations. As a result of his
study, Sand found a negative relationship between countries' CDS premiums and the
current account deficit, risk-free interest rate, real exchange rate and investors' risk

appetite, and a positive relationship with GDP and inflation rates.

In their 2011 study, Longstaff et al. investigated the relationship between CDS
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premiums and local and global variables using a 2000-2010 monthly dataset from 26
selected countries. As a result, they found a positive relationship between exchange

rates and countries' CDS premiums using the regression analysis method.

In a study conducted in 2010, Brandorf and Holmberg analyzed the
relationship between CDS premiums and macroeconomic indicators in Italy, Greece,
Ireland, Portugal and Spain using regression analysis. The study data covers the
period March 2004 to September 2009. As a result of the study, they identified the
relationship between public debt, unemployment and the inflation rate and the

change in CDS premiumes.

In 2010, Fontana and Scheicher investigated the relationships between CDS
premiums and the risk-free interest rate, investors' perception of risk, external debt
and the iTraxx index with the help of regression analysis. They carried out the
analysis using weekly data from 10 countries in the Euro Zone in the period 01/2006-
09/2008. As a result of their study, they found that the decrease in investor risk

appetite caused an increase in CDS premiums.

In a study conducted by Plank in 2010, the relationship between the 5-year
term CDS premiums and external debt solvency was investigated for 6 developing
countries, including Turkey, Czech Republic, Russia, Poland, Romania and Hungary.
In the analysis of the study, data from 6 developing countries was analyzed for the
period 01/2001-12/2009. As a result of the study, he found that there was a high

correlation between CDS premiums and countries' external debt solvency.

In their study in 2010, Zhang, Yau and Fung investigated the relationship
between CDS premiums and the foreign exchange market during the 2007-2008 crisis
period. Analysis of the study was carried using the VAR model and the Granger
Causality Test. As a result of the study, the CDS market was found to have a strong

price leadership in the foreign exchange market.

In their study in 2009, Meng et al. investigated the spread of volatility between
CDS, stock and bond markets. They used data for the period 03.03.2003-31.03.2005
for the analysis in their study. As a result of their study, Meng et al. found that
volatility in any of the CDS, stock and bond markets does not widely affect the other
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two markets.

In their 2009 study, Chan, Fung and Zhang investigated the relationship
between CDS premiums and stock prices in seven Asian countries. The analysis of
the study was carried out using the data between January 2001 and February 2007. A
strong negative correlation between CDS premiums and stock indexes was found in

most of the countries studied.

In 2008, Remolona et al. investigated the relationship between CDS premiums
and factors that are believed to have an impact on country risk through regression
analysis. The study data cover monthly data of 24 countries from the period January
2002 to May 2006. As a result of the study, they found that the indices that show risk
tolerance, such as the inflation rate, the VIX (Volatility Index) Index and Risk

Appetite had an effect on risk premium and country risk.

In their 2007 study, Longstaff et al. studied the risk outlook of government
bonds in order to investigate the credit risk determinants. The analysis of the study
was carried out using the data of the period between November 2000 and May 2007.
The study covers 26 developed and emerging economies. The results of their study
showed that there was a high correlation between CDS premiums of different
countries and that more than 50% of the change in credit risk premiums was
explained by three basic variables. These variables include the American stock

exchange and the high-yield bond market, capital flows, and global risk.
3. ECONOMETRIC ANALYSIS
3.1. Representation of the Data

In the study, the short- and long-term relationships between CDS, USD and
Euro were investigated using the daily data, covering 5 days of the week, for the
period January 3rd, 2005 to December 31st, 2019. The data were obtained from
https:/ /www.bloomberght.com/ and https://www.tcmb.gov.tr/ data banks.
Representations of the variables are shown in Table 1. The analyses were obtained
with the help of Eviews version 10.0. The variables in the model are presented in

Table 1.

=7
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Table 1. Presentation of Variables Used in Analysis

Variable Representation Definition

USD Rate uUsD Independentvariable
Euro Rate EURO Independentvariable
CDS CDS Dependentvariable

The graphs about the course of variables over time are as follows.
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The descriptive information about the data is presented in Table 2.
Table 2. Definitions about the Data
Statistics CDS USD EURO
Mean 236.1888 2.392247 2.926888
Median 216.0000 1.800000 2.350000
Maximum 824.6000 6.890000 7.850000

=7
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Minimum 110.9000 1.150000 1.560000
Std. Dev. 85.00042 1.333211 1.399101
3.2. Method

The presence of trend and seasonal effects in time series needs to be identified
by testing. If the data are affected by trend and seasonal effects, the analysis will not
be reliable. Therefore, Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP)
stationarity tests were applied to investigate the presence of these effects. There are
frequently used criteria in the literature for determining the common lag length for
the variables involved in the equations. These criteria are the Final Prediction Error
(FPE), Hannan-Quinn (HQ), Schwarz (SW), Likelihood Ratio (LR) and Akaike
Information Criteria (AIC). All analyses are made according to how much of a lag
would be ideal as a result of the information obtained in accordance with these
criteria. In the second phase of the study, the lag was determined and analyses were
applied to test the hypothesis of the study. The existence of a long-term relationship
between the variables and whether they act in parallel in the long-term is revealed by
cointegration analysis. In this study, the Johansen method of cointegration was used
for testing the long-term relationship. In the next step, the existence of short-term
relationships should be investigated. In this study, an error correction model was
applied to identify the short-term relationships. Finally, a causality analysis was
applied to determine whether the previous-period value of the variables affected the
current value. The Granger causality test, commonly used in time series, was

preferred for the causality analysis.
3.3. Findings and Evaluation

In the first phase, stationarity tests of the data were analyzed. For each test, the
"stationary" and "stationary+trend" options were used. Logarithms of variables were

taken to eliminate seasonality.

Table 3. ADF and PP test results regarding the variables

Variables ADF PP
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Stationary Stationary+trend Stationary Stationary+trend
logCDS -1.142(0.251) -1.209(0.362) -1.198(0.377) -1.215(0.398)
logUSD -0.923(0.186) -1.112(0.195) -0.951(0.263) -1.049(0.281)

logEURO -1.099(0.289) -1.125(0.302) -1.106(0.367) -1.157(0.375)
AlogCDS -8.521(0.000)* -8.733(0.001)* -8.993(0.000)* -9.033(0.000)*
AlogUSD -7.453(0.025)* -7.981(0.002)* -8.021(0.002)* -8.765(0.000)*
AlogEURO -6.092(0.000)* -7.032(0.000)* -7.654(0.000)* -8.114(0.004)*

* Stationaryvariable at a level of significance of 0.05,

Note: The values in parentheses are the (p) values and A indicates a first-orderdifference.

According to the results in Table 3, all variables have unit roots. Variables

were found to be stationary for the first order difference, there is stationarity at the

level I(1). Lag lengths were determined for cointegration analysis.

Table 4. Criteria for Determining Lag Levels of Variables

Lag LogL LR FPE AlIC sC HQ
0 3824.337 NA 2.59e-05 -2.047327 -2.042325 -2.045548
1 4278.509 907.3709 2.04e-05 -2.285834 -2.265823 -2.278716
2 4345.588 133.9063 1.98e-05 -2.316950 -2.281932 -2.304493
3 4408.858 126.2016 1.92e-05 -2.346026 -2.296000 -2.328231
4 4423.983 30.14567 1.92e-05 -2.349308 -2.284273 -2.326174
5 4465.358 82.39430 1.88e-05 -2.366653 -2.286611 -2.338180
6 4495.601 60.17769 1.86e-05 -2.378034 -2.282984 -2.344223
7 4522.541 53.56416 1.84e-05 -2.387646 -2.277588 -2.348496*
8 4537.499 29.71495* 1.84e-05% -2.390838* -2.265772* -2.346349

As can be seen in Table 4, the majority criterion indicated eligibility for 8 lags.

In this case, cointegration analysis is performed with first order differences of the

variables and 8 lag-lengths.

Since all series are I(1), the cointegration relationship can be investigated with
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the help of Johansen method. According to the Atrace statistic, the null hypothesis
(r=0), which postulates that there is no cointegration relationship between variables,
is rejected against the alternative hypothesis (r>0) that there is a cointegration
relationship between the variables. This is because the Atrace value is greater than the
critical value of 5%. In this case, the existence of at least one cointegration
relationship at a critical value of 5% should be accepted. The test results for the trace
(Atrace) value and maximum eigenvalue (Amax) required to determine the existence

of the cointegration and the number of vectors are given in Table 5.

Table 5. Johansen Cointegration Test Result

Cointegration Test by TraceStatistic

Hypotheses Eigenvalue TraceStatistics 5% Critical Value Probability
r=0 0.143 39.521 27.116 0.017
r>1 0.115 17.557 15.056 0.000

Cointegration Test by Maximum EigenvalueStatistic

Hypotheses Eigenvalue Maximum 5% Critical Value Probability
EigenvalueStatistic

r=0 0.143 37.453 25.669 0.019

r>1 0.115 15.372 13.451 0.001

When Table 5 was examined, it was found that there were two cointegration
vectors in the model at the 5% level of significance since the trace statistics and
maximum eigenvalue test statistical values calculated as a result of the Johansen
cointegration test were greater than the critical value. The USD rate and Euro rate
variables have a long-term relationship with CDS. The coefficient values of this

relationship were given by normalized equation coefficients.

Table 6. Normalized Cointegration Coefficients

FLogCDS FLogEURO FLogUSD
1.000000 0.242549 0.388760
(0.071715) (0.029177)
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[3.382114]* [13.32436]*

*Variablewith a level of significance of 0.05

As shown in Table 6, CDS increases by 38.8% when the USD rate increases by
1%, and CDS increases by 24.2% when the Euro rate increases by 1%. When we look
at the coefficient values, it is seen that the effect of the USD rate on CDS is higher

compared to that of the Euro rate.

The Vector Error Correction Model (VECM) was estimated to investigate the
short-term dynamics of CDS and USD and EURO variables that move together in the

long-term. The information obtained as a result of this prediction is presented in

Table 7:
Table 7. Short-Term Error Correction Model Prediction Results
DependentVariable :ALCDS;| Coefficient Stdeviation t-statistic  [Probabilityvalue
(p)

ALUSD:x 0.2603 0.0077 33.762 0.0000*
ALEUROx 0.1268 0.0091 13.876 0.0000*
ECT1 -0.3451 0.1281 -2.6934 0.0000*
Stationary 1.2843 0.0948 13.537 0.0000*

Diagnostictests: R?=0.718, Adj. R?=0.711, F-Statistic=39.45, F-Statistic (P)=0.000%,
Breusch-Godfrey LM Test (p)= 0.173*

White Test (p)=0.135*

Ramsey RESET Test (p)= 0.148*

JB test (p)=0.255

Note: * denotesstatisticalsignificance at 5% level, JB; is Jarque-Bera normality test probabilityvalue. The
autocorelation and heteroscedasticityproblems in theestimateswereattempted to be correctedwiththeNewey-West
method.

The error correction coefficient in Table 7 is negative and statistically
significant. That is, the error correction mechanisms of the models work. In this case,
34.5% of the short-run deviations, occurred between the long-run series, disappear

and the series converge again to the equilibrium value in the long-term. That is,
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short-term deviations disappear (by 34.5% each year) and the variables converge to
the equilibrium value in the long-term. The effect of a shock entering the system will
disappear after 1/0.3451=2.89 unit periods (days). The impact coefficients of the USD
and Euro rates in the short-term are lower than in the long-term. This shows that
there cannot be an immediate and a big difference in the relations in the short-term,

and that the effects grow over time.
Granger causality test was applied for causality analysis of the variables.

Table 8. Granger Causality Test Results

Nullhypothesis: N F-ist p

FLDOLLAR does not GrangerCause FLCDS 3733 4.31076 0.000*
FLCDS does not GrangerCause FLDOLLAR 102.763 0.000*
FLEURO does not GrangerCause FLCDS 3733 417582 0.000*
FLCDS does not GrangerCause FLEURO 69.0181 0.000*

* causalityrelationshipexists

According to Granger causality analysis, there is a bidirectional causality
between variables. The USD rate is the Granger cause of CDS, and the CDS is the
Granger cause of the USD rate. Likewise, the Euro rate is the Granger cause of CDS,

and the CDS is the Granger cause of the Euro rate. (CDS «» USD and CDS < EURO).
4. CONCLUSION AND RECOMMENDATIONS

In line with the global economic crisis of 2008 and the following decline of
confidence in credit rating agencies, a need for new indicators has emerged in order
to accurately and timely analyze the risk. CDSs have started to be of great
importance for international investors for evaluating their investment risks
simultaneously in foreign countries, especially after this above-mentioned need. As
in all over the world, CDSs are affected by economic and political factors in Turkey.
This study aims to investigate the relationship between Credit Default Swaps and the
USD and Euro exchange rates. In the study, time series analyses were used for the
period 03.01.2005-31.12.2019 to analyze the relationship between Turkey's Credit
Default Swaps and USD and Euro exchange rates. As a result of the study, it was

found that the USD rate and EURO rate variables have a long-term relationship with
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CDS. CDS increases by 38.8% when the USD rate increases by 1%, and CDS increases
by 24.2% when the Euro rate increases by 1%. When we look at the coefficient values,
it is seen that the effect of the USD rate on CDS is higher compared to that of the
Euro rate. In the study, it was concluded that the upward trend in the USD and Euro
rates caused an upward trend in CDS, and the downward trend in the USD and Euro
rates caused a downward trend in CDS. Considering the causality relationship
between variables, a bidirectional causality relationship was found between the
variables. As a conclusion of this study, it has been determined that both US dollar
and EURO exchange rate variables have a positive long-term correlation with CDS,
as in previous studies conducted by Yenisu&Yenisu (2018) and also by

Conkaré&Vergili (2017).

In line with the research results, it can be suggested that the increase in the
USD rate and the Euro rate increases Turkey's CDS premiums. CDS Premium has
become an important indicator for the economic units that will invest in USDs and
Euros. In this context, it is possible to say it functions as a barometer in the economy.
It is recommended that economic units that will make economic decisions should
follow this indicator and follow the trend shown by this indicator, when making
investment decisions. It may be suggested that investigating the relationship
between the CDS premium and the bond interest rate and/or the relationship
between the exchange rates and CDS premiums of developing countries such as

Turkey with similar or other models would be beneficial for future studies.
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