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After unexpected replacements of the head of the central bank and the finance minister, Turkish President Recep Tayyip Erdogan recently declared war on the inflation and currency
depreciation in his country with a new economic programme. “We are in a historic struggle against those who want to force a modern-age surrender on Turkey through the shackles of
interest rates, exchange rates and inflation,” Erdogan said in his speech. In doing so, Erdogan is radically turning away from his previous economic policy line by relying on foreign
investment and monetary stability.

Currency crisis since years

Turkey is currently in the middle of a massive currency crisis. The Turkish lira has already depreciated by about 30 per cent against the US dollar at times this year. No currency of an
emerging market country has suffered more in the corona year 2020. The dramatic inflation with price increases of more than 10 per cent is an additional burden on the currency. The
country’s severely decreased currency reserves have also accelerated the decline of the lira. In addition, tensions in relations with the EU and the USA as well as concerns about possible
sanctions on the emerging market’s currency are putting a strain on the currency.

Higher interest rates could have curbed inflation and made the currency more attractive, but Erdogan and his former head of the central bank had previously vehemently opposed interest
rate hikes, contrary to the demands of economists. In the past, the Turkish prime minister repeatedly referred to himself as an “interest enemy”.

With his policy of low interest rates Erdogan did not only want to stimulate the economy in the country. Until now, he also saw low interest rates as a means to fight inflation, acting in blatant
contradiction to generally accepted basic principles of economics and the monetary policy practice of other countries. According to observers, Erdogan is also said to have put pressure on
commercial banks to continue granting cheap loans – for instance, to boost the construction industry.

Head of central bank and finance minister surprisingly replaced

However, this could now change. After the lira dropped to another record low compared to the dollar at the beginning of the month, Erdogan surprisingly fired the head of the central bank,
Murat Uysal, a week ago. Uysal had been installed in the position in 2019, after his predecessor had fallen out of favour with interest rate hikes up to 24 per cent. Uysal had subsequently
lowered interest rates again and unsuccessfully tried to support the Turkish currency with massive dollar sales from currency reserves instead of interest rate hikes. Some experts estimate
that this year alone, Turkey has spent over a hundred billion dollars to slow down the decline of the lira.

Erdogan appointed former finance minister Naci Agbal as Uysal’s successor by decree. In a first statement immediately after taking office, Agbal announced that the central bank would now
fight inflation and ensure price stability by all available means. He also promised transparent communication.

Shortly afterwards, Erdogan’s son-in-law Berat Albayrak also resigned as finance minister in a surprising statement on the social media platform Instagram, citing health reasons. The post
was filled by former deputy prime minister Lütfi Elvan. Elvan had studied mining and economics in Istanbul, Leeds and Delaware before his political career and had worked in several
international organisations such as the OECD.

Financial markets hope for a turnaround in monetary policy

In an initial reaction, the new appointments were received favourably on the financial markets and seen as a possible sign of a turnaround in monetary policy, with the Turkish lira at times
showing significant gains. Erdogan himself also announced a new growth strategy shortly after the replacements. His country should remove all obstacles to increase economic growth,
exports and employment. The president now wants to focus on monetary stability and also to strengthen the currency reserves again. He also announced that he would meet with
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international investors in order to make them more aware of the opportunities for involvement in the Turkish economy. With this, Erdogan also departed from his earlier rhetoric, in which he
had partly presented foreign investors as an external threat.

The markets are now eagerly awaiting the next developments, i.e. whether the first interest rate decision to be taken on Thursday under the leadership of the new head of the central bank
will fulfil the hopes for a turnaround in monetary policy. Some analysts expect key rates to be raised by several percentage points. One promising sign is the easing of restrictions on lira
trade for foreign investors by the central bank shortly after the appointment of its new head. In addition, observers interpret Erdogan’s announcement that the country’s economy will have to
swallow some “bitter pills” on its new growth course as an indication of a change in monetary policy.

ERSTE STOCK ISTANBUL – chance for a rebound

Turkish equities have lost about half their value in the last 5 years. With the appointment of new personalities for the posts of Minister of Finance and President of the Central Bank, there is
hope that the economic and monetary downturn can be halted. Turkish equities could benefit from this. The ERSTE STOCK ISTANBUL has a history of almost 20 years, during which its
value has increased, despite all the political and economic turbulence. Anyone who believes in a rebound of the shares listed on the Istanbul Stock Exchange will use this fund to invest in
high-quality, high-growth companies. There is also the chance to profit from a further appreciation of the Turkish Lira. The generally high price fluctuations of Turkish equities must of course
be kept in mind.
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