introduction
Economic and financial history has been a testimony to major socio-political and monetary upheavals
and radical changes. One of the most prominent events is the fall of a nation’s currency. The typicality
of this event has been synonymous ever since the concept of nation and ethnic states gained
inevitability right after the dark ages of Europe. Then nature was majorly warlike while it has become
quite refined with the development of economics as a realm of study. Since ancient times, civilizations
have scourged vehemently, for ways to develop a common medium of exchange to alleviate the
anomalies of bartering. The advent of money has been dichotomic. It has certainly brought with it
significant ease and relief in the conduction of trade, but also innumerable complexities that have
accentuated the macro perspective as societies advanced. One hypothesis suggests that the
development of economics as a separate field of study just naturalized all complexities that were
being dealt with unknowingly by societies albeit in archaic ways. One of them, and perhaps, the most
ubiquitous nowadays is inflation. In the 1920s, after Germany’s humiliation at the hands of the Allied
Powers in the First World War, the newly formed Weimar Republic witnessed a cataclysmic economic
crisis. The printing of more currency, instead of mitigating the situation, exacerbated it, forcing
hundreds of thousands of its citizens to pay trillions of German Marks to purchase bread enough only
to satiate their hunger for a day. Seeing scores of people at bread shops bringing wheelbarrows
inundated with their life savings just to buy a one-time meal for themselves was a common, albeit
distressing site in those days. In 1929, nearly three-quarters of the American workforce lost their jobs
perpetuating the worst economic crisis of the century in the form of the Great Economic Depression
of 1929 due to a staggering recession in the prevalent prices of the stock market. In recent decades,
pop culture expressionism has been consistent with demonizing inflation as a Leviathan or a
Behemoth of modern times. That apprehension is, to some extent, very well justified. The
aforementioned instances are sufficient enough to validate that. But the picture is much bigger than
just the price hike one would experience in such a situation. One has to understand that economic
crises are a result of a plethora of factors that cut across several dynamic dimensions that are subject
to different market systems and the laws of different lands. This was possible, very austerely
manifested by the Eurozone Crisis in the recent past and now seemingly just across the Bosphorus, in
Turkey. Once the ruler and supervisor of nearly ⅓ of the world, this sick man of Europe continue to
grow sicker consistently. Even an average upper-class Turk has now become incompetent in buying
meat just because he can't afford it. Everyone desists inflation and that's a fact. Everyone desists
inflation but doesn't look into the situation broadly, and that is also a fact. While Ankara has always
harbored an ambition to become a part of the European Union someday, its current dispensation has
done bellicose things on the economic and political front that might have jeopardized that particular
Kemalist vision which presented Turkey as a model nation for the rest of the Middle Eastern nations
to emulate. It has enacted several policies on the economic front that has caused its currency, The
Lira, to fall dramatically and drastically. Ostensibly, this may appear to be just a daunting economic
recession on the cards. However, the geopolitical ramifications it entails, considering the history of the
volatility of the region, makes its study extremely critical.
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MONETARY AND ECONOMIC
HISTORY OF TURKEY
The land that we today call Turkey, has been inhabited by civilizations and innumerable people
groups since the conceptualization of the earliest and the most primitive form of collective
agricultural societies. Its mountains are the reason why civilization came into existence in the first
place. The Greeks christened Anatolia, meaning The land in the East. It was here where the Hittites of
Hattusa carved their incredibly powerful empire, the Persian empire flourished, and the resurgence,
doom, and also the birth of many new peoples occurred that were tied to each other in religious,
cultural, and economic aspects of society. The growth and emergence of Islam as a major religion
from the deserts of Arabia in the 6th Century AD proved to be a new turning point in the history of
the Anatolian Peninsula. The great waves of Turkic migrations from the Steppe in Central Asia began
in the early 10th century AD. A plethora of factors are cited as plausible rationales behind this great
push westwards, however, the Mongols and convoluting and abrupt climatic changes in the Altai
region are the most agreed ones that have substantial evidence attested to them. Under the
Byzantine Empire, the region, particularly the city of Constantinople ushered in an era of splendor and
magnificence. The stable Byzantine economy provided a strong military and, together with an
abundant food supply and advanced civil engineering, a high standard of living. The Byzantine
Empire's economy used to rely on trade and farming. The richest, the biggest, and the most populous
cities-ports were on the West and North coast of Asia Minor. Some of these cities were Trebizond,
Sinope, Smyrna, Nikaia, Nicomedia, Ephesus, and so on. Also, west Asia Minor was full of plains and
rivers and it was good for farming. The region became more and more obsolete, however, with the
age of enlightenment taking shape in Europe and the advent of the Islamic Golden Age in the Muslim
World. By the late 11th century, the Turkification of the region had already begun and in 1453, the
Ottoman Turks under Mehmed II completely conquered the region by overrunning Constantinople
and renaming it Istanbul. Being a formidably Muslim empire, the Ottomans, however, embraced
multiculturalism and most principles of their society were formulated keeping in mind their history of
Turkic nomadism, religion, and the multi-ethnic fabric of their world. Economics and money too were
subject to a lot of reformation, scrutiny, and stagnation for the entire duration of the empire’s
existence. The economic history of the Ottoman Empire spans 1299 to 1923. Its economy constituted
trade, agriculture, transportation, and religion. In the wealth-power-wealth equation, the Ottomans
saw military expansion and careful currency use to emphasise manufacturing and industry, moving
towards capitalist economics with expanding industries and markets. In contrast, the Ottomans
continued on their path of territorial expansion, traditional monopolies, conservative landholding,
and agriculture. As the Ottoman Empire grew, it began to gain control of key trading routes. After
conquering Constantinople, the Ottomans seized control of the Silk Road and blocked it ostensibly.
While Europeans were able to trade through Constantinople and other Muslim countries, they were
subjected to heavy tariffs. Because religion appears to have played a significant part in their societies,
Ottoman-European relations were not always ideal. During this time, the Ottoman administration was
primarily responsible for both land and maritime transportation quality.
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As a result, the quality of transportation infrastructure changed dramatically throughout time,
depending on the effectiveness of the present administration. The tale of empire-wide transportation
should not be viewed as one of continuous development. Indeed, in the 16th century, road
infrastructure was far superior to that of the 18th century.
The Ottoman Empire inherited the Anatolian caravanserai network from the
Selcuk Turks came before their ancestors. Empire management and tax collection required concerns
about the security of messengers, convoys, and trade caravans. The Caravanserai Network has spilled
over into the Balkan Peninsula in a future conquest. They were very helpful in providing a haven for
merchants and their livestock on the European side of the Anatolian Peninsula. Unfortunately, the
area was shaken by the Celali rebellions in the 16th and 17th centuries, destroying the land
transportation system. Merchants now had to negotiate a safe passage with the local governments in
the area generally appointed by the increasingly corrupt and frustrated Janissary. They were in transit
because the empire could no longer guarantee their safety. Land transport in Anatolia was improved
only in the 18th century, thanks to collaborative efforts to improve the security of the Caravanserai
network and the reorganization of the Passguard corps. The
The Empire had no particular interest in maritime trade and preferred to rely on a free market
economy for income. However, this laissez-faire policy is not always upheld. During the reign of
Hadım Suleiman Pasha, the Grand Vizier until 1544, the Ottoman Empire was directly involved in the
spice trade to increase income. However, such measures were often overturned by his successors.
The Aegean Sea and the Eastern Mediterranean (major trade: wheat), the Red Sea and the Persian
Gulf (major trade: spices), the Black Sea (major trade: wheat and timber), and the Western
Mediterranean were the main areas of maritime activity. Archaeologists discovered in 2020 a large
merchant shipwreck of the Ottoman Empire in the Mediterranean, believed to have sunk around 1630
AD on the way from Egypt to Constantinople. A 43-meter-long 1,000-ton ship carried Ming Dynasty
Chinese porcelain, Italian painted porcelain, Indian pepper, coffee pots, clay tobacco pipes, and
Arabian scents. The nature of the cargo and the size of the ship indicate that the Red Sea-Indian
Ocean-Mediterranean trade route was active throughout the Ottoman Empire.
Most of the economics in the 19th century was dominated by the consequences of the Industrial
Revolution in Europe. New technologies revolutionized travel and communications throughout the
nineteenth century. Land transport changed with the advent of the steam engine and the
militarisation of water began with the development of the first-ever military-industrial complex in
Imperial Germany. Because of the steamship, voyages were more predictable, times were reduced,
and vast volumes of commodities could be transported for less money. Railroads fundamentally
changed land transportation by drastically reducing journey times, boosting population migration,
and altering rural-urban relations. Railroads provided cheap and reliable transportation of bulk
goods, making it possible for the first time to unleash the promises of fertile endorheic areas.
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With the construction of railroads near these areas, agriculture grew rapidly and hundreds of
thousands of tonnes of grain were transported in this way. Non-profit travelers who started using
railroads had additional benefits. The Ottoman Empire had a low labor force, abundant land, and a
low-capital agricultural economy. The majority of people lived on the property of a small family, which
collected about 40% of the imperial taxes, both directly and indirectly, through export tariffs. In the
19th century, there were 4,444 settlement programs, consistent with the large influx of refugees,
challenging and difficult to govern the nation.
Tribes reduced their animal rearing and increased their farming as a result of this dynamic. Beginning
in the 18th century, as agriculture became increasingly commercialized, more people began to
cultivate more. New markets arose due to expanding urbanization, which was easily matched by the
arrival of railroads.When learning about Ottoman production, which is an important source of
information transfer, one should look at both large industries and small workshops. One will find that
the Ottoman industry was not a dying, unadaptive, unevolving sector but vital, creative, developing,
and diverse. In the 19th century, the guild-organized urban men's work became less important and
there was a shift to rural women's work. The global market for Ottoman articles has shrunk slightly,
but certain regions have grown. However, the decline slowed due to increased demand and domestic
consumption. Even at peak times, mechanized production accounted for a small proportion of total
production. Moreover, like other sectors of the economy, the mechanization of production was
hampered by a lack of capital.
Nonetheless, throughout Istanbul, Ottoman Europe, and Anatolia, some manufacturers arose.
Salonica, Edirne, West Anatolia, and Lebanon all had steam-powered silk reeling plants in the 1830s.
Fine fabrics, handknit yarns, and leathers were in high demand outside the empire in the late 18th
century. However, by the early nineteenth century, they had collapsed, and export manufacturing
resurfaced in the form of raw silk and oriental carpets half a century later. In 1914, the two sectors
combined employed 100,000 people, with two-thirds of those employed in carpet manufacturing for
European and American customers. Women and girls make up the majority of the workforce, earning
the lowest wages in manufacturing. In the 18th century, most production was moved from the
countryside to the cities to reduce costs and wages. During the 18th and 19th centuries, preeighteenth-century guilds declined. Guilds maintained a level of price stability by limiting production,
controlling quality, and supporting members going through difficult times. However, their influence
weakened as market forces lowered prices, and their patron, the Janissary, was doomed to be
dissolved by Mahmut II in 1826. Most manufacturers are focused on the 26 million home buyers who
often live in neighboring provinces. It's tough to analyse these producers because they didn't belong
to any organisations that left records. Taxation was the primary tool used to fund the bureaucratic
and military ambitions of the empire. By the time of the first world war, the rate increased by 500
percent and put a massive strain on the dilapidated empire’s economy.
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In 1844, the Ottoman Lira replaced kurus as the region’s currency. From 1923 onwards, it was
rechristened as the Turkish Lira. The fall of the empire meant that the modern state of Turkey
bequeathed a very rudimentary and underdeveloped economy. Agriculture more or less relied on
primitive and altmodisch techniques and technologies that generated minimal output. Poor quality of
livestock and the dearth of an industrialised base and the control of the sugar industry under the
British and the French meant that Turkey’s economy was in troubled waters. Once capitulations and
hostilities ceased, from 1923 to 1926, agricultural output rose by eighty-seven percent, as agricultural
production returned to pre-war levels and the economy accelerated rapidly with the incorporation of
Kemalism, Technocracy and State guided capitalism. However, disruptions continued till the 1950s as
the formation of a technocratic administration was underway. Until the 1970s, the Turkish Lira
remained relatively stable but Ankara soon experienced one of the most massive bouts of inflation in
its history. It is continuous pegging with either the British pound, the Franc, or even the US Dollar at
one point, was the reason for the fall of the currency in its first phase of issuance. The continual
depreciation of its value prompted the Grand National Assembly of Turkey to allow the
redenomination of the Lira by the Central Bank of Turkey. This redenomination, together with a plan
to tackle inflation and issue more controls in the Turkish banks, was to help the Turkish economy and
money recover from the past few decades.
The renaming created a new currency, called the New Turkish Lira, and removed six zeros from the
old Turkish lira. The New Turkish Lira was officially launched in 2005, and the old Turkish lira was
banned from the end of 2005. The transition period lasted until January 1, 2009, when "New" was
officially unveiled in its name and just happened. became, again, the Turkish lira.
The new lira was introduced in the hope of stabilizing the Turkish economy and economy.
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GDP
Turkey’s GDP was 957.5 billion U.S. dollars in 2013 and had been decreasing ever since. It hit rock
bottom in 2020 valued at 719.92 billion U.S. dollars 2020 and increased to 795.95 billion U.S. dollars in
2021. Its GDP is expected to continue to increase in the coming future. Turkey’s GDP has seen a roller
coaster ride in the past 10 years. The continuous decline since 2013 has been attributed to the “stop
and go” that most emerging countries have faced. The country’s economy had shown started signs of
recovering in 2019 when its GDP actually increased to 760.52 billion U.S. dollars in 2019 but due to the
sudden accelerating loss of value of the Lira and high inflation, it dropped back to 719.92 billion in 2020.

DIFFERENT INDUSTRIES OF THE
TURKISH ECONOMY
AGRICULTURE
Turkey’s agricultural economy is one of the biggest in the world with almost half of the country
comprising cultivable land. Turkey is a major producer of wheat, sugar beets, milk, poultry, cotton,
tomatoes, and other fruits and vegetables, and is the top producer in the world of apricots and
hazelnuts. In 2010, Agriculture accounted for 8.97% of turkey’s GDP, it continuously declined till 2018
when it reached 5.78%, from there on it suddenly started increasing and reached 6.68% in 2020.
Usually, as the country develops, the share of agriculture in its GDP continues to decrease even
if its absolute contribution to the GDP is increasing. This was true for turkey too till 2018 after
which the contribution of the agricultural sector to Turkey’s GDP started increasing along with
its % contribution to the GDP.
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STEEL INDUSTRY
The Iron and Steel industry is one of the most developed sectors of Turkey and is the third-largest
contributor to its economy. It has seen continuous innovations over the past 2 decades and has
allowed turkey to meet market demands and become a major player in the global market.
As you can see in the table below, the steel industry continued to flourish till 2018 when it reached a
height of producing 37.3 million tonnes of steel as well as exporting 21.3 million tonnes in 2018. Then in
2019, production went down by 9% and we saw a decline in consumption, exports, and imports as well.
In 2020 while production and consumption recovered, the amount of steel exported continued to
decline but at a slower rate while imports increased.
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TOURISM
The sixth most popular tourist destination in the world, tourism has always been a major contributor to
turkey’s economy. Istanbul, Turkey’s largest city is home to many historical sites attracting millions of
tourists every year. At its height, turkey attracted 51 million tourists in 2019 which went down to 16
million in 2020 due to the Covid 19 Pandemic. As you can see in the table below, there is large volatility
in the tourism sector’s growth over the last few years due to a variety of political and economic factors.
The sudden decline in revenue of tourism in 2016 is due to a series of bombings and a failed military
coup attempt causing tourists to avoid visiting Turkey that year. After that, there can be seen rapid
growth in tourism sectors. The sudden rise in revenue can be attributed to the sudden increase in the
number of foreigners visiting Turkey for leisure purposes. The high inflation at the time is possible one
factor that encourages these foreigners to come to visit Turkey. The revenue from 2020 is a mere 12.6
billion US Dollars as the Covid 19n pandemic discouraged tourism.

TEXTILE INDUSTRY
TBy 2020, the country is ranked as the world's fourth largest exporter of textiles, accounting for about
3.3 percent of all exports. With its history of textile production from the Ottoman Empire, most of the
goods came from Turkey to Europe, Germany and the United Kingdom.
In the table below we can see the textile industry showing rapid growth till 2018. It contributed 40.09
billion US dollars in 2018 and has seen an equally rapid decline over the next 2 years contributing a
mere 20.91 billion US dollars in 2020.
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GDP- Conclusion
After analysing the 4 Turkish industries- Agriculture, Steel, Tourism, and Textile, we see a pattern where
all these industries seem to be drastically affected after 2018.
There has been an increase in the Agriculture % contribution to the nation’s GDP .
In the steel industry, production and consumption of steel has reduced leading to a decrease in the
exports.
Revenue from the manufacturing of textiles is also on a continuous decline since 2018.
All these factors indicate a decline in the economy and we can observe high inflation rates from 2018
due to this decline.
The tourism industry is the only industry to flourish with Turkey attracting as high as 51 million tourists
in 2019 (We are not considering the 2020 statistics here as Covid 19 caused a drastic decline in the
number of tourists that year). This can be attributed to the fact that high inflation caused Turkey to be a
cheap leisure spot attracting tourists in large numbers.
To sum it up from the above analysis, we can conclude that high inflation has made a negative impact
on the Turkish economy and if Turkey does not take certain measures to curb its inflation, we can
expect its economy to keep declining.

WHAT LEAD TURKEY DOWN THIS
PATH?
A few years back the Turkish lira was 3 lira per dollar but now about 14 lira per dollar meaning that the
lira has lost about 80 percent of its value and as a result, inflation has shot up.
Turkey's annual inflation rate today rose to 20 years by up 48.7 percent above Turkey's historical record
of 5 - 10 percent.
Essentially when Turkey's economy started growing rapidly in the 2000s the growth was financed with a
lot of loans denominated in foreign currencies both in the private sector and the public sector. This is
because Turkey has historically suffered from high inflation rates which meant Turks didn’t have any
savings to invest.
This became a problem in 2018 once the lira started falling due to president Erdogan’s unorthodox
economic policies. As the lira fell in value, Turkey struggled to pay off its foreign debts and imports
became more expensive forcing inflation up to 20 percent. Most economists suggest that the central
bank should increase its interest rates to halt the rising inflation but the president believes otherwise.
He rejected that strategy, arguing that lower interest rates reduce inflation and encourage growth,
despite mounting evidence his policy is not working.
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An astonishing total of four central bank governors were removed by Erdogan. The following governors
were removed:
MURAT CETINKAYA (APRIL 19, 2016 - JULY 6, 2019): Cetinkaya's first months as governor in 2016 were
the last when the inflation rate in Turkey was within the target of 5%. Throughout 2018 he faced rising
price pressures and lira depreciation that would culminate in a full-blown currency crisis which was
driven by emerging worries over Erdogan's influence over monetary policy. By the time he raised the
one-week repo rate to 24% in September of 2018 the damage was done: the economy was collapsing
and that would end years of strong economic growth that would define Erdogan's leadership since 2003.
MURAT UYSAL (JULY 6, 2019 - NOV 7, 2020): A few weeks after the governor, Murat Uysal - Cetinkaya's
former deputy - began a weight-loss campaign that reduced the policy rate to 8.25% by 2020, from 24%.
The cuts, combined with a boom in state-bank lending, helped ease financial stresses as the coronavirus
pandemic hit but when the lira continued to collapse as predicted by traditional economic theory, he
was forced to raise the interest rates to 10.25 percent. Then he was promptly sacked by Erdogan and
replaced by Naci Agbal.
NACI AGBAL (NOV 7, 2020 - MARCH 20, 2021): Former finance minister and longtime member of
Erdogan's AK Party, Agbal took office over the weekend in a tumultuous Turkish politics. A day after he
raised the interest rates back to 19 percent, he too was replaced with Zahap Kavcioglu.
ZAHAP KAVCIOGLU (SINCE MARCH 20, 2021): An ex-banker and Erdogan loyalist, Kavcioglu reduced
the one-week repo rate from 19 percent to 18 percent in September than 16 percent in October, and in
November he reduced it to 15 percent, the lowest rate in 12 months.
As the economists predicted, these rate cuts have forced the lira to collapse in value and taken inflation
rates to new highs.
Also in August 2018, The lira slumped to a record low as the U.S. imposed sanctions on two Turkish
ministers over the continued detention of an American pastor who was on trial for terror–related
charges. He was later released after more than two years of Turkish detention. By the end of 2018,
Turkey was embroiled in a new economic crisis and a long period of recession. Contrary to previous
financial issues of 1994, 2001, and 2009, when the economy suddenly collapsed due to a dramatic
decline in commodity prices and a sharp decline in productivity. The 2018 economic crisis was
characterised by a prolonged recession with persistent low (negative) rates of growth, dwindling
investment performance, debt repayment problems, secularly rising unemployment, spiralling currency
depreciation and high inflation.
Instead of increasing interest rates, the Turkish president has been pushing for low borrowing costs to
stimulate the economy, boost growth and exports, and create jobs. He vowed to end the economic cycle
based on short-term “hot money” attracting high interest rates.
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The Turkish Lira was the World’s worst-performing currency in 2021. The President's low-interest policy
is considered to be the primary reason. The current macroeconomics picture of the economy is
vulnerable and uncertain due to rising inflation, unemployment, and patchy implementation of
economic policies and reforms. Turkey’s consumer sentiments worsened at the start of the year 2022.
Short term future outlook
Since 1991, Turkey experienced its largest inflation rates. Average inflation in Turkey in 2022 is a
whopping 48.7% according to the state’s data despite the President's assurance that the numbers were
temporary. It is expected that inflation will further rise to 60% in April 2022 and will peak around 65% in
May-June. If the currency will be devalued at this pace and inflation will continue to rise, families will
have to struggle to buy food and other goods. The burden on public finances could lead to an
inflammatory spiral.
The outlook of inflation seems serious. The Russian-Ukraine war will further impact commodity prices
posing a great upside risk.
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The government plans to get the annual inflation rate to a single-digit before the parliamentary
elections. The finance minister in a statement said that Turkey's annual inflation rate will be in the single
digits by the mid-2023.
According to analysts, real household spending in Turkey is expected to grow by 3.5% over 2022 but
consumer confidence will decline significantly more if households will have to continuously fight doubledigit inflation and devaluation of the currency. Focus Economics Consensus Forecast estimates see
private consumption expanding 4.4% in 2022 and increasing to 3.7% in 2023.
The Turkish Lira is expected to end in 2022 at 14.02 per USD. In 2023, the lira is expected to perform
even worse, ending the year at 14.15 per USD.
The Russian-Ukraine war will harm the Turkish economy. Turkey may see a drop in tourism and export
income as these two countries constitute a significant portion of Turkey’s visitors. The war is adding to
the pressure on the Lira as the country relies heavily on imports of gas, oil, and agricultural
commodities, mostly wheat. Turkey also has high foreign exchange demands, and its private sector has
significant foreign exchange debt, which raises risks to financial stability.
Goldsman Sachs has lowered its GDP prediction to 2% from 3% for 2022 and to 2.5% from 3.5% for 2023
but the economy is projected to expand 3.4% in 2022 and 3.6% in 2023.
The fallout from the war in Ukraine has left the Turkish Economy vulnerable to rising energy prices.
Turkey’s gas import bill is estimated to jump to $40 billion by the end of the year which is double the
estimated cost. The rise in commodity prices is likely to lead to a larger deficit and the energy crisis may
significantly decline the export sector.
The evolution of monetary policy and the related exchange rates are difficult to predict in the current
environment. If monetary policies tighten and succeed in lowering inflation, the market interest rates
would support market confidence and economic activity.
If current policy weaknesses generate additional strains as global monetary conditions tighten, funding
conditions may worsen, with adverse macroeconomic consequences.
The lira crisis can be considered just a problem and it will take some time, but it will not turn into a
financial or economic crisis, provided the Turkish government succeeds in implementing a
comprehensive reform program, with controls based on speculation, not just natural processes.
The Turkish Lira has been down a very unusual path since 2018 which makes it seem that its near future
is fraught with danger. But even if the Government loses control over the economy, the Turkish Lira will
be floated by International Institutions.
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