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On 21 August, many Turks went on holiday to celebrate
the important Islamic festival of Eid al-Adha. Those
going abroad have had to face higher prices as their own
currency has lost around 50% of its value against the US
dollar since last year’s festival.
The energy and petrochemicals sectors in Turkey
have been touched by a crisis that promises to return
in September once the country come back from the
holidays.
As of 21 August, the Turkish lira (TL) had stabilised
around the $1:TL6 mark, avoiding major shocks on the
back of a lack of trading activity on the ground.
Year to date, the lira has lost 45% of its value, but the true
storm occurred in August when the currency entered a
downward spiral as the US and Turkey initiated a trade war,
with both countries imposing punitive tariffs on each other.
For a country that imports most of its petrochemicals and
energy supplies, higher prices are likely to filter down into
company balance sheets, while the prospects of tariffs
on products such as polyvinyl chloride (PVC), serving
Turkey’s overheated construction sector, prompted
sources to show pessimism that the crisis will have a
prompt resolution.
“Our main supplier for PVC is the US. Putting tariffs on
US PVC is harming your investors in Turkey. Where will
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we get the PVC from? It’s not going to be sustainable in
the long run,” said a large Turkish petrochemicals trader.
Turkey’s president, Recep Tayyip Erdogan, has sought to
portray the crisis as a war waged by the West and global
markets against the country, arguing the economy is under
attack and calling for a crackdown on social media outlets
for disseminating “fake news” about the lira’s plunge.
Erdogan’s finance minister Berat Albayrak has taken the
role of good cop. He was parachuted into a conference
call with international investors on 16 August to reassure
them that, among other things, capital controls were not
on the table.
Equally, he promised Turkey would tighten the grip on
expenditure, a measure which two large trade groups in
the country have also demanded.
Petrochemicals traders in India told ICIS in mid-August
that many in the industry were already avoiding the lira
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Within the gas sector, gas incumbent BOTAS has said
it would seek to implement a mechanism that was first
introduced in 2008, but hardly used since, which would
allow the US dollar-denominated price of gas sold to gasfired power plants to be converted at the exchange rate
on the date of the invoice.

TWO COUNTRIES

Turkey is a country divided in two. Those supporting
Erdogan, with his strongholds in the provinces, and the
socially conservative attribute this crisis to the US and
foreign forces who want to derail the country’s successful
economic development.

due to the sharp depreciation.
This key and abstract economic measure of confidence
with the lira could quickly deteriorate into distrust: the
more players who abandon the currency, the more
chances for capital controls to be implemented – by a
government or a central bank – in order to stop the flow of
capital in or out of a country.
There were mixed views among investors following the
call with Albayrak, which at least proves he convinced
some. Eid ul-Adha also came to hand to help him stabilise
the situation – for now.
A polymers trader active in the Turkish market said the
US dollar costs of raw materials purchases, weighed
against a weak lira, could prove a meaningful hindrance
to the country’s petrochemicals companies.

On the other hand, the middle classes, urban and
educated voters who think this crisis is home-grown,
blame Erdogan for splashing out on large projects with
little productive returns, as well as accusing him of
rewarding friends and relatives with public positions.
The Turkish finance minister also happens to be
Erdogan’s son-in-law, which adds to the narrative
of nepotism. This is precisely what domestic and
international investors are wary of: a deepening
presidential grip on power which awards public positions
at will and budgets for infrastructure projects which
provide little long-term productivity gains.

TURKEY ICIS PRICE REPORTS

Equally, the large amounts of dollar-denominated debts
acquired by Turkish corporates will also prove a burden
when repayments come through, if the lira were to stay at
its current levels.
Resurgent geopolitical troubles in the Middle East – with
the US re-imposing sanctions on key crude oil-supplier
Iran – may also add woes to Turkey’s economy over the
autumn, players in the country said.
“There are a lot of problems for Turkey to deal with at the
moment,” said the polymers trader, echoing the feelings
of many sources.
Within the energy sector, Turkey’s electricity companies
have voiced fears that some producers may seek to
cancel supply contracts for delivery this year, which were
concluded last year before the lira started to fall. The
contracts have shed almost 40% of their value in the past
eight months.
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That is, the narrative goes, how Turkey came to its current
crisis. The large petrochemicals trader in the country
remains convinced that belt-tightening and “less politics”
are the only ways forward, potentially enabling Turkey to
recover its financial stability and attractiveness for foreign
investors.
Turkey matters. Sitting between Europe and the Middle
East, once a candidate to join the EU, and a member of
NATO, the country’s stability is crucial for its neighbours
and for its own 80m people, half of whom are welleducated and hungry for opportunities.
The autumn will be crucial for Turkey’s institutions and
corporates to shoo away a full-blown recession, which
some international credit ratings agencies are already
forecasting for 2019.
Turkey’s finance minister may still need to make a few
more conference calls.
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