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ISTANBUL: Turkey’s central bank yesterday failed to halt the
precipitous plunge of the lira with a raft of measures aimed at
soothing markets, as  President Recep Tayyip Erdogan accused
the United States of seeking to stab its NATO ally “in the
back”. A dispute between Turkey and the United States-which
reached new intensity over the detention of an American pas-
tor-has hammered the lira and also raised questions over the
future partnership between Washington and Ankara.

As the lira plunged another seven percent in value,
investors fretted over potential economic contagion from
Turkey, particularly to European banks. The Turkish lira had
tumbled some 16 percent against the dollar on Friday as US
President Donald Trump said he had doubled tariffs on steel
and aluminum from Turkey.

“We are together in NATO and then you seek to stab your
strategic partner in the back. Can such a thing be accepted?”
Erdogan said at a conference in the capital Ankara. 

After Erdogan’s speech, the lira was trading back at 6.9 to
the dollar, a loss of over seven percent on the day, recovering
from even sharper losses in earlier Asian trade where it struck
a record low of 7.2362 to the greenback. In its first statement

since what was dubbed “Black Friday” in Turkey, the central
bank said it was ready to take “all necessary measures” to
ensure financial stability, promising to provide banks with “all
the liquidity” they need.

The bank also revised reserve
requirement ratios for banks, in a
move also aimed at staving off
any liquidity issues.  But to the
dismay of markets, the statement
gave no clear promise of rate
hikes, which is what most econo-
mists and analysts say is needed
to ease the crisis.

Erdogan indicated he was in
no mood to offer concessions to
the United States in one of the
worst spats between the two
NATO allies in years. Erdogan said Turkey was facing an
“economic siege”, slamming the currency movements as an
“attack against our country”. The Turkish leader has been
sanguine over the punitive measures announced by the US,

saying that while Turkey’s relationship with Washington is at
stake it will look for other partners. Analysts say that while
Washington’s sanctions against Ankara sparked the immedi-
ate crisis, Turkey’s economy has been risking trouble for a

while due to high inflation and
the weak lira.

The central bank has over the
last few weeks defied calls from
markets for rate hikes to combat
these problems, raising fears of
interference from Erdogan who
has repeatedly called for low
interest rates.

German Chancellor Angela
Merkel weighed into the crisis,
calling for an independent
Turkish central bank.   “Nobody

... has an interest in the economic destabilisation of Turkey
but of course everything must be done so that, for example,
an independent central bank can operate,” she said in Berlin.

Erdogan had on Saturday described interest rates as a

“tool of exploitation”, in remarks that further unnerved mar-
kets. “Investors need to see serious economic measures and
not political ones to prevent things getting completely out of
control,” said Hussein Sayed, chief market strategist at FXTM,
saying this had to include an emergency rate hike.

But Erdogan advised Turks not to worry. “It is not at all
like we sank and we are finished. The dynamics of the Turkish
economy are solid, strong and sound and will continue to be
so.” Erdogan also blasted what he called “economic terror”
on social media, vowing that the judiciary had taken neces-
sary measures to punish so-called speculators. The interior
ministry launched an investigation into 346 social media
accounts on grounds of “provocative sharings”, the state-run
Anadolu news agency reported. American pastor Andrew
Brunson has been held since October 2016 on terror and
espionage charges and, if convicted, could face a jail term of
35 years. Trump has described his detention as a “total dis-
grace” and urged Erdogan to free him immediately. A delega-
tion led by Turkish Deputy Foreign Minister Sedat Onal failed
to secure a deal last Wednesday in talks in Washington on a
number of issues including Brunson. — AFP
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KUWAIT: A picture taken yesterday shows a wad of one-hundred Turkish lira notes on display at a currency exchange in Kuwait City.  As the lira plunged another seven percent in value yes-
terday, investors fretted over potential economic contagion from Turkey. — Photo by Yasser Al-Zayyat

Trump endorses 
call for boycott of
Harley-Davidson 
WASHINGTON: US President Donald Trump endorsed
calls Sunday for a boycott of tariff-hit Harley-Davidson
over its plans to move production of its iconic American
motorcycles out of the country.

“Many @harleydavidson owners plan to boycott the
company if manufacturing moves overseas. Great!”
Trump tweeted. “Most other companies are coming in
our direction, including Harley competitors. A really bad
move!” Trump has taken it personally since Wisconsin-
based manufacturer-once a presidential favorite —
announced yesterday it is moving some production out
of the US.

Harley-Davidson was targeted with EU tariffs after
Trump imposed stiff duties on European steel and alu-
minum. An array of US companies have complained they
are being hurt by the administration’s tariff policies. But
Trump has treated the issue as a loyalty test. “I’ve done so
much for you, and then this,” Trump tweeted earlier this
week. “Other companies are coming back where they
belong! We won’t forget, and neither will your customers
or your now very HAPPY competitors!” — AFP

Why has Turkey’s 
currency fallen 
so sharply?
ISTANBUL: Turkey’s lira has bled value against the dollar,
leaving the country under President Recep Tayyip Erdogan
facing its most serious economic challenge since a financial cri-
sis in 2001. The crash on Turkey’s “Black Friday” of August 10
— when the lira fell by some 16 percent-was precipitated by a
tweet from US President Donald Trump doubling aluminum and
steel tariffs on Turkey. But analysts argue that the malaise of
Turkey-a high-growth economy with widely-acknowledged
potential and importance-goes far deeper to policy and imbal-
ances that have been allowed to persist for too long.

Crisis in US ties 
The first warning sign trouble could be afoot came when

Trump said on July 26 Turkey would be facing sanctions over
its holding for almost two years of US pastor Andrew Brunson
on terror-related charges. Days later, the US imposed sanctions
against Turkey’s interior and justice ministers using legislation
drawn up to punish foreign officials following the death of a
lawyer in Russian jail. Turkey followed suit with reciprocal
measures. The tensions spooked investors already worried by
the fallout of a row between Turkey and its NATO ally, with the
lira falling sharply last week. And Trump then hurled fuel on the
flames with his tweet over the tariffs, prompting Friday’s crash.

The US imposition of sanctions “is causing capital inflows

to dry up”, said economists from Capital Economics.
Economists say there was already trouble brewing even
before the current spat erupted-many believe the government
brought forward polls due in November 2019 to June this year
to pre-empt any problems. 

Erdogan won a new mandate in the polls with enhanced
powers. “The unnecessary diplomatic spat between Turkey
and the US over the jailed pastor... has exacerbated” an
already emerging economic crisis, Paul T. Levin, director of the
Stockholm University Institute for Turkish Studies, said.

The structural problems in the Turkish economy-which
enjoyed impressive growth of 7.4 in 2017 — are seen as high
inflation which is now close to 16 percent, a widening current
account deficit and a banking system with foreign currency
denominated debt. 

Hussein Sayed, Chief Market Strategist at FXTM, said
Turkey has “limited choices” against this background coupled
with the US dispute. Erdogan insisted yesterday that the
dynamics of the Turkish economy were “solid, strong and
sound and will continue to be so”.

Unorthodox policies 
Since coming to power in 2003 Erdogan has built his pop-

ularity on growth and transforming areas, especially in the
conservative interior of the country, with newly-found wealth.

Economists say he wants to keep the growth ticking and
has thus made clear interest rates get in the way, with Erdogan
describing them as the “mother and father of all evil”.

Erdogan has also repeatedly aired the unorthodox view
that low interest rates can help bring down inflation. Levin
argued that despite the official emphasis on the crisis with
the US “it has been clear for some time to anyone follow-

ing Turkey that the government’s political and economic
mismanagement would have consequences”.

Interest rate caution 
The route of hiking rates now appears cut off to the nominally

independent central bank which is ready to use virtually any poli-
cy tool save this one, raising fears Erdogan has the bank under his
influence. The bank in May helped boost the lira’s value with a
300 basis point rate hike that came just before the elections.
However one month after the elections, the bank dashed market
expectations by leaving rates unchanged and has steadfastly
refused to heed calls for an emergency hike. Instead yesterday it
vowed to make available “all the liquidity” needed by the banks.
“The measures to improve liquidity are not addressing the main
issue which is lira’s decline. Ergodan’s unwillingness to raise inter-
est rates suggests that the situation might not be defused soon,”
said Konstantinos Anthis, head of research at ADSS.

Policymaking team 
The elections on June 24 marked a watershed in Turkish

politics. Erdogan was inaugurated in July under a new system
which entirely dispensed with the office of prime minister.

Former deputy prime minister Mehmet Simsek, a reas-
suring figure for investors, was conspicuously absent from
the new government which is a vertical power structure
under Erdogan. The president also appointed his son in law
and former energy minister Berat Albayrak as finance min-
ister to head a newly expanded finance ministry, a move
that was given an immediate cold shoulder by markets. “It’s
arguably the lack of prompt, firm, and rational responses
from Turkish authorities that has now sent the lira into a
tailspin,” said Levin. — AFP 


