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TURKISH CURRENCY CRISIS 
Faiza Basit Khan* 

 
Turkish Currency Crisis Cause And Inflation  

Background 
The Turkish president Rajab Tayyab Erdogan has been ruling for the last 15 

years. He has brought dramatic changes in every field of life even in defense production 
and aeronautics. He reduced inflation rate and brought the economic growth to 60%. 
Turkey had good relation with all the countries including U.S.A. 
 
Enemy Of Interest 
           Tayyab Erdogan is a true Muslim. So, he always said that he is against of interest 
earnings. America demanded duty free on its goods to be exported from Turkey to U.S.A. 
 
Causes  
In July 2016 Arrest Of An American Pester 
           The actual reason of U.S. demands was America wanted to apply pressure on 
Turkey to release its Pester “Andrew Brunson” who was in jail in Ankara. Turkey strictly 
refused to release him saying that it cannot release a spy and terrorist. 
 
Inflation 
Decline In Turkish Lira 
            Due to this conflict Turkish Lira dropped 30%  i.e. from 6.5 to 5.0 against dollar 
President Donald Trump responded that he will double the tariff on Turkish Steel and 
aluminum in ports. Turkey is the world’s 9th largest exporter of steel, while U.S. Imports 
is 12%.  Turkey is responded by doubling the tariff from the imports from U.S. passenger 
cars, tobacco and alcohol, I phones etc.  
 
Steps 
1. Erdogan called on the Turks to sell their dollars, Euros and gold to strengthen Lira on 
the price were rising. 
2. Qatar Ameir Sheikh Tamim Bin Hammad announced the 15 billion investments in 
Turkey.  
        International Market declining of Lira also affected the international market 
Thousands of investors lost their trillions of dollars in the Stock market.  
 

External debt 
1. Turkey needs dollars 
           Growth at all cost – that was the policy of president Erdogan that produced a stunning 
11.3% growth rate in the third quarter of 2017 but stretched economic fundamentals to the limit. 
One of the sources of fuel that boosted the economy was a foreign financing. In a world of low 
interest rates the Turkish companies were happy to borrow in US dollars, pushing the gross 
external debt above $460 billion or around 53% of the GDP. As a result, Turkey needs dollar to 
repay or at least roll over this debt. 
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2. Turkish companies need to repay external debt 

        The Turkish companies have proceeds mostly in lira and plenty of US dollar debt to repay 
or roll-over. It is therefore obvious that a steep decline of the currency makes this task more 
challenging. If companies hit troubles, banking sector will have a big problem (as explained 
above). Once again, a recovery in the lira is crucial – even at the cost of higher local interest 
rates. 

3. The conflict with the US needs to be resolved 

        We’ve seen how important the exchange rate is for Turkey and that the country will need 
US dollars going forward. From that perspective a conflict with the US does not sound like a 
good idea. President Erdogan claimed to seek alliances elsewhere, securing investment pledge 
from Qatar and reaching out to Russia and Germany. However, sadly for him, he needs to finds a 
reconciliation with the US to even hope to resolve the currency crisis. 

 Conclusion 
 
 Real interest rates to watch 
        Even if relations with the US improve, Turkey will need a period of positive real interest 
rates (central bank rates less annual inflation). When the Bank raised rates in May it was a good 
sign but now with this latest episode inflation is bound to rise again and will most likely require 
more rate increases. The longer the crisis lasts, the more central bank will need to raise rates, 
potentially damaging the economy. The recipe is there: make a deal with the US and allow 
central bank to increase rates and hope for the best. The problem is that Recep Erdogan sees this 
his way. 
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