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As expected, the Monetary Policy Committee (MPC) of Turkey 
disregarded rising inflation and once again cut its key policy one-week 

repo rate today, by 50bp to 10.75%. The policy rate thus remains well 
below the prevailing annual headline consumer price inflation rate, which 

rose to 12.2% y/y in January, up from a recent low of 8.6% in October 
2019. The MPC justified today’s rate cut with the expectation of 

disinflation in the remainder of the year. However, we do not expect such 
a rapid disinflation and believe that the cut has raised the risk of a sharp 

exchange rate correction later in 2020. 
 

Recent intervention by the Central Bank of Turkey (CBT) to bolster the 
TRY add to the risk of a disorderly correction later this year. Year-to-date, 

the TRY has only lost -2% in value against the generally strengthening 
USD, in contrast to other major Emerging Market (EM) currencies. Prior to 

that, the Turkish currency had been the worst performer in Q4 2019 (-5%) 
amid the same group of peers (see Figure 1). Our analysis suggests that 

the CBT has strongly intervened in foreign exchange (FX) markets in 2020 
to date in order to stabilize the TRY. Notably, gross FX reserves held by 

the CBT dropped by -USD4bn in January after they had steadily increased 
in the previous six months. 

 
We expect that the recent monetary policy moves will be unavailing in 

the 12-month outlook and forecast a significant currency depreciation in 
2020. First, keeping the TRY relatively stable will cause a loss in 

competitiveness (as inflation is higher than in major trading partners, as 
well as peer EMs) and a renewed buildup of macroeconomic inbalances. 

Already in December 2019, Turkey posted its largest current account 
shortfall since before the 2018 currency crisis. Second, FX reserves are 

insufficient to defend the TRY for longer. Gross FX reserves stood at 
USD75bn at end-January 2020, covering just about 40% of maturing 

external debt in the next 12 months, well below an adequate level of 
100%. That ratio turns even worse when considering net FX reserves 

(gross FX reserves minus FX of commercial banks held at the CBT), which 
currently stand at only USD37bn. 

 
Overall, we expect a depreciation of the TRY by an average -10% (to an 

average 6.25) vs. the USD in 2020 and the CBT to revert to monetary 
tightening in the second half of the year (see Figure 2). 

 
What does this mean for companies? Many Turkish companies are 
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heavily indebted in FX and these will continue to face a high risk of 
insolvency. 

 
 

Figure 1: Exchange rates vs. the USD of selected economies 

 
Source: IHS Markit, Allianz Research 
 

 
Figure 2: Inflation, key policy rate and exchange rate 

 
Source: National statistics, IHS Markit, Allianz Research forecasts 
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These assessments are, as always, subject to the disclaimer provided below.  
 
FORWARD-LOOKING STATEMENTS 

The statements contained herein may include prospects, statements of future expectations and other forward -looking 
statements that are based on management's current views and assumptions and involve known and unknown risks 

and uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such 
forward-looking statements.  

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive 
situation, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets 

(particularly market volatility, liquidity and credit events), (iii) frequency and severity of insured loss events, including  
from natural catastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends, (v) 

persistency levels, (vi) particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (vi ii) 
currency exchange rates including the EUR/USD exchange rate, (ix) changes in laws and regulations, including tax 

regulations, (x) the impact of acquisitions, including related integration issues, and reorganization measures, and (xi) 
general competitive factors, in each case on a local, regional, natio nal and/or global basis. Many of these factors may 

be more likely to occur, or more pronounced, as a result of terrorist act ivities and their consequences. 
 

NO DUTY TO UPDATE 
The company assumes no obligation to update any information or forward -looking statement contained herein, save 
for any information required to be disclosed by law.  


