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ISTANBUL: Turkish households and
firms are hoarding dollars, suggesting
they have little faith the lira will be
spared a further emerging markets sell-
off despite a massive rate hike this week.
It is adding to pressure on Prime
Minister Tayyip Erdogan as elections
near. The central bank raised interest
rates by around 500 basis points at an
emergency meeting on Tuesday despite
Erdogan’s vocal opposition, stunning
markets and causing a spike in the bat-
tered currency. But the lira has since
erased much of those gains, returning to
where it was just before the rate hike. It
is still some way from Monday’s record
low of 2.39, however, trading at 2.2735
to the dollar.

Locals’ forex holdings rose 2 percent
to $122 billion in the week to Jan. 24,
jumping 13 percent year-on-year,
according to data from the central bank
released on Thursday, suggesting they
are not selling dollars as they did in the
past in currency crises to benefit from a
cheaper lira. “Corporates have started
buying forex for hedging purposes as
they think the lira will not appreciate,”
said a senior forex manager at an
Istanbul bank.

“Moreover, individual investors and
households - who used to sell as much
as $10-15 billion whenever the lira
depreciated - are hoarding dollars and

even increasing their holdings, piling
extra pressure on the lira,” he said.
Ratings agency Moody’s said yesterday
the pressure on the currency was likely
to persist despite the central bank’s
actions, which it said had also signifi-
cantly weakened Turkey’s growth
prospects. “Locals continue to accumu-
late FX,” said Istanbul-based TEB-BNP
Paribas strategist Erkin Isik, estimating
Turks’ total forex holdings had risen
some $5 billion in the past three weeks.
“It will be more difficult for the central
bank to reverse this mood of local
investors, if  global risk sentiment
remains weak,” he said.

Race against time
Erdogan has said “a Plan B or a Plan

C” for the economy may be announced
by the government in the coming days
or weeks, although his ministers have
given no details, beyond saying capital
controls are out of the question. The lira
fell 17 percent in 2013 and extended its
slide this year as a graft scandal hit the
government, heightening investor con-
cern about political stability just as a
gradual end to US monetary stimulus
dampened appetite for emerging mar-
ket assets.

The slump means Turks now need
more than twice as many lira to buy dol-
lars as they did at the currency’s peak six
years ago, hitting their pockets as they

prepare to vote in a cycle of local, presi-
dential and general elections beginning
in March. The lira’s slide has also left
Turkish firms with foreign debts badly
exposed, forcing them to scrap some
investments at a critical time as the gov-
ernment battles the corruption scandal
and tries to revive economic growth. 

Turkey’s leading business group
TUSIAD estimates that within just one
month Turkish firms’ foreign debt has
risen 25-30 percent due to the currency
weakness and higher risk premiums
which push up borrowing costs. The
higher borrowing costs have also raised
concerns about banking sector profits.
The banking share index was down 2.3
percent in Istanbul yesterday, underper-
forming a 1.4 percent decline in the
main stocks index.

All this bodes ill for an economy
which has seen growth rates of 9.2 per-
cent in 2010 and 8.8 percent in 2011
shrink to just 2.2 percent in 2012 and a
projected 3.6 percent last year.  Erdogan
has built his reputation around econom-
ic success since coming to power in
2002, transforming its reputation after a
series of unstable coalition governments
in the 1990s ran into repeated balance
of payments problems and economic
crises. He is now in a race against time,
hoping the pinch will not be felt before
the key March local elections.— Reuters 

Turks hoard dollars fearing 

lira turmoil will continue

Erdogan pledges ‘Plan B’ for economy
DUBLIN: Ireland put three former bankers on trial yester-
day in its first such case since the financial crisis that forced
it to accept an 85 billion euro ($115 billion) international
bailout. The three former executives of collapsed Anglo
Irish Bank pleaded not guilty to charges of providing
unlawful financial assistance by lending money to others to
buy the bank’s shares, boosting its stock price. The high-
profile trial of former chairman and chief executive Sean
FitzPatrick and two other executives, Willie McAteer and
Pat Whelan, could run for several months.

Ireland’s banking crisis cost taxpayers more than 60 bil-
lion euros ($81 billion), or about two-fifths of national out-
put, forcing it to take an emergency package in 2010 from
the European Union and International Monetary Fund.
Though Dublin has now completed its bailout and growth
has returned, it still has one of Europe’s highest levels of
national debt and has to implement more austerity to
ensure its economy is on solid foundations. 

“The major offence involved here is that Anglo provided
certain financial assistance for the purchase of their own
shares,” Judge Martin Nolan told potential jurors, hundreds
of whom showed up for selection. All three accused sat in
the dock wearing sober suits, FitzPatrick with his arms fold-
ed, while the jury was chosen.

The men are alleged to have provided loans to investors
known as the “Maple Ten” and to the wife and five children
of bankrupt businessman Sean Quinn to enable them to
buy shares in the bank. The maximum possible sentence is
five years in prison for each charge. Whelan, the bank’s for-
mer managing director for Ireland, faces seven more
charges that he was privy to fraudulent alteration of facility
letters addressed to seven investors relating to terms for
loans. He also pleaded not guilty to those charges.

The bank, whose failure cost Irish taxpayers some 30 bil-
lion euros, was put into an accelerated liquidation process
last year. When Ireland’s property bubble burst, the country
of 4.6 million plunged deep into crisis and recession and
many Irish people had their salaries cut and taxes hiked to
help pay debts resulting from the rescue. Nolan said any-
one who had worked or held shares in the bank or other
financial institutions, or who had formed strong opinions
on Anglo Irish, should not serve on the jury. “If you’ve
expressed a strong view in a public forum I do not think
you should serve,” he told the potential jurors. “Any mem-
bers of the jury panel that have expressed views one way or
another in public, on Facebook or on the Internet, should
exclude themselves.” — Reuters 
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TOKYO: Japan’s two biggest airlines said
yesterday that the weak yen sent fuel
costs soaring and profits into a nosedive
as they struggled to recover from the
global grounding of the Boeing
Dreamliner plane last year. However,
while the surge in fuel costs, often a carri-
er’s single-biggest expense, hit the bot-
tom lines of Japan Airlines (JAL) and All
Nippon Airways (ANA), they said a recov-
ery in international travel helped lift sales.

Both companies are US-based
Boeing’s biggest customer for the state-
of-the-art plane, which only resumed fly-
ing after a months’ long grounding-
caused by a series of battery problems-
forced the cancellation of hundreds of
flights. The carriers are also fighting off
increasing competition from a handful of
low-cost carriers that have sprung up in
recent years in a market they have long
dominated.

Yesterday, ANA said its net profit
dived 36 percent to 33.3 billion yen ($325
million) between April and December,
citing the jump in fuel prices.  Sales were
up 7.1 percent at 1.2 trillion yen. JAL
fared a little better, saying its nine-month
net profit turned down 12.2 percent to
$1.2 billion, despite sales climbing 5.1
percent on rising demand for interna-
tional travel and its cargo service.

“The weak yen is a major factor hold-
ing back their profit,” said Masaharu
Shirokane, aviation analyst with Nomura
Securities. “It’s a real headache for the

Japanese aviation industry and as long
as the yen remains weak, their bottom
line will remain under pressure.” The yen
has lost about a quarter of its value
against the dollar since late 2012 follow-
ing a policy blitz launched by Japanese
premier Shinzo Abe and his hand-picked
team at the Bank of Japan aimed at kick-
starting economic growth and beating
deflation.

JAL noted that a pickup in Japan’s
economy also helped lift demand for air
travel ahead of an April sales tax hike.
“An economic recovery at home and

overseas is stimulating demand, in par-
ticular business travel, which is prof-
itable,” Shirokane said. “Demand for
Chinese routes is also recovering from a
slump... but it remains a potential risk in
the future.”

However, Japan’s thorny ties with
South Korea and China have depressed
demand for flights to those countries.
Tokyo is embroiled in separate territorial
spats with both countries, and a Chinese
consumer boycott of Japanese brands in
2012 took a bite out of demand for flights
through the first half of 2013. — AFP 

Japan carriers’ profits hit 

as weak yen hikes fuel costs

TOKYO: In this photo, a man walks by a shopping mall’s pillars decorated with
bargain sale advertisements, offering further price reduction. — AP 

LISBON: Children at a kindergarten watch a demonstra-
tion by retired teachers in Lisbon. Teachers’ unions organ-
ized the demonstration outside the prime minister’s offi-
cial residence to protest cuts in the pensions of retired
teachers. — AP 


