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Turkey's Solution to Lira Crisis
Will Be to Dedollarize Its
Economy – Economist
Turkey's currency continues to tumble amid
escalating US pressure on Ankara. On Sunday,
Finance Minister Berat Albayrak assured Turks
that the government was preparing a plan of action
to respond to the crisis. Speaking to Sputnik,
geopolitics and finance analyst Tom Luongo
explained some of the possible knock-on effects of
the lira's drop.
Sputnik: Turkey has been struggling with the decline of the lira
for a while, with fears that the currency could weaken even
further. What's your prognosis, and what do you make of hopes
for a reversal of this trend?
Tom Luongo: I think that when we get to a point where everybody's
talking about it and it's front page news, we're probably going to be pretty
close to the bottom.
We're getting close to max pain, and I think that President Erdogan's
position here is going to be 'If you're going to take Turkey down, we're
going to take everybody with you'. Because when the lira dropped
precipitously, we saw immediate reaction from the Financial Times, Zero
Hedge and other places that this was creating contagion effects
into Europe…
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Germany Interested in Turkish Economy
Behaving Predictably - Merkel

The issue here is that there's a lot of Turkish corporate debt denominated
in dollars from years of zero-bound interest rates from the Federal
Reserve, and now that the Fed is reversing that policy, it's the perfect storm
for Turkey: You've got President Trump's trade war pushing the dollar up;
you've got jitters around the world of where to get dollars in order
to service debt and cover derivative positions as things like this unfold.
The markets are terribly hedged in every direction to try and mitigate this
risk, but from what I understand, and from what I've read in the Financial
Times on Friday, a lot of the European banks (and these are most sensitive
banks – the big zombie banks – Unicredit and BBVA in Spain and others)
are exposed and possibly have unhedged exposure to the collapse of the
lira.
So Erdogan has leverage here, because everybody's going to take pain. I
think the way this has worked out is that if he wanted to cut a deal with the
United States to lessen the pressure on Turkey, he would have done so
by now. So this to me is a declaration of independence by Erdogan and
Turkey from the decades' old relationship between the West and Turkey,
basically over NATO.
Sputnik: The Asian markets have also taken quite a hit over this
Turkish crisis. What are the real implications? What's going
to happen around the world as a result of this, and as a result
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of the tariffs that have been slapped on metals, which have been
doubled by Donald Trump?

© AP Photo / Murat Cetinmuhurdar/Pool Photo
Erdogan Says 'Economic Blockade' of Turkey
Extension of 2016 Coup Attempt

Tom Luongo: Trump did that because one of Turkey's biggest exports
to the United States is steel. It's only about $1 billion a year; it's not really
that much money. [But] the markets are overreacting here because there's
fear behind the scenes, and real fear of a sovereign debt crisis breaking
out around the world.
Emerging markets like Turkey are being made an example of right now
because of geopolitical reasons, but it's also having spillover to other
emerging markets, and that's going to affect major Asian and European
markets. That's the real worry here.
Sputnik: How is this going to affect the US in the mid-to-long
term? Is what Trump is doing good for the US economy? The
dollar's growing, but that's going to mean that exports are going
to go down, right?
Tom Luongo: What will happen is that in the short-term it's going to be
good, because capital is going to flow to where it can be absorbed
without raising prices too much. US markets are the deepest and the most
liquid. [But] a rising dollar is not an affirmation of the dollar's efficacy or
confidence in the dollar; it's just a matter of this being the structure
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of global capital at this time.

© AP Photo / Emrah Gurel
Russia Seeks to Use National Currencies in
Trade With Turkey but Issue Needs More Work
- Kremlin

Eventually, we'll go through a peak, the cycle will reverse, and the capital
will flow out. And in the process of doing this, countries like Turkey [will
be] getting off the dollar, because their way out of this is ultimately
to dedollarize their economies. It is to take the pain now for the longerhaul, like Russia did after the ruble crisis in 2014. No one among all the
geopolitical analysts and all the market analysts out there expected Putin
to free float the ruble, swap out dollar-based corporate debt for ruble-based
debt, or effectively get control of the Central Bank, which he didn't have
before, and also in many ways clean up a lot of the financial system that
was still kind of a 'fifth-column' holdover from the Yeltsin years. I think the
same thing is going to happen in Turkey. I see the same blueprint
happening, the same rhetoric, in many ways, coming out of Erdogan.
Radio Sputnik

'Erdogan has leverage because everyon…
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