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esides too many political problems 

in the MENA region, many econom-

ic issues affect the region’s stability 

remarkably. The trade deficit problem is one 

of these economic issues. When we exclude 

petroleum exports, almost all the countries 

in the region have  a deficit; in other words, 

they import more than their exports, and they 

commonly struggle to find foreign funds to 

finance this deficit. Because many countries 

in the region have big political crises and do-

mestic wars like those in  Syria, Yemen, Pal-

estine, etc., which substantially affect almost 

all the economies in the region. Besides these 

politically unstable countries, there are others 

with chronic economic and financial prob-

lems, which create region-wide economic 

instabilities. These political and economic in-

stabilities directly reduce the credibility and  

damage  the financial soundness of the ME-
NA economies. Consequently, this economic 
and political structure diminishes foreign in-
vestments and capital inflows, which makes 
financing the trade deficit highly difficult.

This deficit-financing problem frequently cre-
ates currency shocks, which cause  substan-
tial damage to these economies by  causing 
a balance of payments crisis. When the cur-
rent account balance reaches a high level, the 
need for foreign currency rises and the ex-
change rate goes up, which directly increas-
es the debt-paying ability of companies and 
the government. This, in turn, deteriorates the 
expectations of foreign investors about the 
country, and  companies are unable to  find 
enough foreign currency to pay  import bills, 
which results in a balance of payment crisis. 
Of the region’s economies, Lebanon recent-
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ly faced the same type of  crisis. The country 
reached a record level of current account defi-
cit, which  is 25 percent of its gross domestic 
product (GDP).1 The balance of payment crisis 
occurred, and the country faced a sovereign 
default in March 2020.

Furthermore, sudden shocks in the exchange 
rate deriving from uncontrollable trade defi-
cits2 considerably damage the pricing behav-
ior of firms and households and cause a chron-
ic inflation problem that is highly common in 
the region. Especially, the regional economies 
having an import-dependent structure, strug-
gle to stabilize inflation since the prices di-
rectly go up as the domestic currency loses 
substantial value with the sudden shocks in 
the currency markets. As these shocks hap-
pen frequently, the price increases become 
permanent, and a chronic inflation problem 
occurs.  Türkiye’s economy is currently facing 
this problem as a result  of its current account 
deficit problem ongoing for decades. 

Besides these problems, if the region’s econ-
omies do not control international trade, they 
will face structural economic problems in the 
future. A negative trade balance means high-
er demand for foreign goods and services rel-
ative to domestic goods and services. There-
fore, the domestic industry lost revenue, and 

1 	 For	the	data	look	at	World	Bank,	World	Development	Indicators.	

2 	 Note	 that	 trade	balance	 is	 calculated	using	 the	 import	 and	export	 of	goods	and	 services.	Current	 account	balance	 is	
equal	to	the	trade	deficit	plus	other	international	payments.	The	main	element	in	the	current	account	balance	is	the	trade	
balance. Therefore, we sometimes use them interchangeably in this study. 

3 	 Sebastian	Edwards,	 “Openness,	productivity	and	growth:	what	do	we	really	know?”	The Economic Journal, Volume 108, 
Issue	447, 1998, 383-398.

4 	 Jaime	de	Melo	and	Sherman	Robinson,	“Productivity	and	Externalities. Models	of	Export-Led	Growth”, World Bank Trade 
Policy Working Paper, WPS 387,	1990.

5 	 Tyler	Biggs,	Manju	Shah,	 and	Pradeep	Srivastava,	 “Training	 and	Productivity	 in	African	Manufacturing	Enterprises.”	The 
World Bank, No. 15101, 1995.

6 	 Tilak	Abeysinghe	and	Tan	Lin	Yeok,	“Exchange	rate	appreciation	and	export	competitiveness.	The	case	of	Singapore.”, Applied 
economics, Volume	30,	Issue	1,	1998,	pp.51-55.

7 	 Dani	Rodrik,	“The	real	exchange	rate	and	economic	growth.” Brookings papers on economic activity,	Volume	2008,	Issue	2,	
2008,	pp.365-412.

8 	 Caroline	L	Freund	and	Martha	Denisse	Pierola,	 “Export	surges:	 the	power	of	a	competitive	currency.” World Bank Policy 
Research Working Paper, Volume	4750,	2008.

the production declined as the declines as 
the demand goes to foreign production. This 
causes  permanent damage to the domestic 
industry and lowers the long-run economic 
growth of the country. There are studies in the 
literature proving this relationship between 
exports and economic growth.3,	4,	5

To overcome these economic and financial 
problems, reducing the trade deficit is im-
portant.	 In	 the	 literature	 on	 this	 topic,	many	
studies reveal that an  overvalued domestic 
currency raises the trade deficit and an  un-
dervalued currency lowers it.6,	 7,	 8	 In	 parallel	
to this literature, we analyzed a sample of 
regional economies in terms of their trade 
balances and exchange rates and found that 
their trade balances improve as their curren-
cies lose value against the reserve currency, 
the USD. 

In	this	report,	we	made	a	historical	and	techni-
cal analysis showing the relationship between 
trade balances and exchange rates of the re-
gion’s economies. We used graphical analysis 
to examine  the movements in exchange rates 
and trade balances to find out how much their 
currencies affect their trade balances. Based 
upon the literature and our analysis, we un-
doubtedly suggested that the region’s coun-
tries should implement controlled exchange 
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rate devaluation policies to limit imports of 
foreign goods and services, and increase ex-
ports to reduce trade deficits, avoid sudden 
shocks in the currency, and support the do-
mestic	 industry.	 In	 addition	 to	 the	 exchange	
rate policy suggestion, we also proposed 
critical fiscal policy actions supporting the 
domestic industry and helping the region’s 
economies  narrow their trade deficits. 

In	 the	 report,	 we	 first	 examine	 the	 region’s	
trade deficit problem, which includes   al-

most all of the countries of the region. Both 

recent and historical developments are con-

sidered. After that, we make a detailed tech-

nical analysis, covering a selected sample of 

MENA countries consisting of Algeria, Saudi 

Arabia, Egypt, Lebanon, Türkiye, and Moroc-

co. The reason for selecting these countries 

is data availability, which  is a big problem for 

the region’s economies. Some of the MENA 

countries do not have enough  exchange rate 

statistics  to make a comprehensive analysis. 
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Before moving on to the analysis of the rela-
tionship between the trade balance and the 
exchange rate, it is important to review the re-
cent developments in the trade balances of 
the region’s economies. Because it will help 
us to understand how much the trade bal-
ance is an important economic dynamic for 
the region’s economies and how much it is 
vulnerable to external and internal econom-
ic/political shocks. 

The	recent	development,	the	COVID-19	pan-
demic, has badly affected almost all econ-
omies in the world, especially developing 
economies like those in the MENA region. 
Normally, almost all currencies fluctuate 
widely, which also affects other macroeco-
nomic variables considerably. At the begin-
ning of this health crisis, the reserve curren-
cies appreciated dramatically. Afterward, a 
considerable amount of monetary expansion 
by central banks inverted this situation, and 
reserve currencies started to depreciate.9 On 

9 IMF	team,	“Divergent	Recoveries	and	Global	Imbalances”,	IMF, August 2021.

10 IMF	team,	“Divergent	Recoveries	and	Global	Imbalances”,	IMF, August 2021. 

the other side, emerging market currencies 
lost value early in the crisis, and some of them 
regained it after the positive vaccine news, 
while some countries could not protect their 
currencies from the ongoing pressure and 
lost a high amount of foreign exchange re-
serves or were  forced to hike policy interest 
rates sharply. 

Similar to the emerging market economies, 
the currencies of the MENA countries were  
negatively affected by the pandemic, and 
some of them have  not yet recovered . This 
is mainly related to the economic structure 
of the region’s economies. Some of them are 
highly dependent on oil revenues, and pan-
demic-related oil price fluctuations hit them 
hard. At the global level, pandemic-related 
shrinking demand resulted in a remarkable 
decline in global production, and as expected, 

energy demand contracted.10 Brent oil prices 

dropped	from	nearly	70	dollars	to	16	dollars	in	

Oil exporter countries of the region have faced a sharp 
decline in their current account balances due to the 
pandemic. 

THE RECENT 
DEVELOPMENTS 
IN THE CURRENT 
ACCOUNT 
BALANCES OF THE 
MENA REGION’S 
ECONOMIES
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11 For	 the	 data,	 please	 look	 at:	 https://www.investing.com/commodities/brent-oil-
streaming-chart

12 The	source	is	International	Monetary	Fund,	International	Financial	Statistics	Database.	

the first few months of 2020.11 Not 
surprisingly, oil exporter coun-
tries in  the region (except Ku-
wait) have faced a sharp decline 
in their current account balances 
(see Table 1). The average current 
account balance of oil exporters 
decreased from 6.36 percent of 
GDP in 2018 to -3.93 percent of 
GDP in 2020. Especially, South 
Sudan, Oman, and Algeria have 
recorded very low levels of cur-
rent account balances in 2020. 

Interestingly,	 according	 to	Table	
1, it seems that Kuwait has been 

11 	 For	 the	 data,	 please	 look	 at:	 https://www.investing.com/commodities/brent-oil-
streaming-chart 

12 The	source	is	International	Monetary	Fund,	International	Financial	Statistics	Database.	

positively affected  by the pan-

demic. However, this improve-

ment does not come from an 

export rise or a considerable im-

port decline. Like others, Kuwait 

has faced a sharp decrease in its 

export volume, but a remarkable 

increase occurred in the primary 

income item, which affected the 

current account balance posi-

tively.12	It	is	important	to	note	that	

the primary income item on  the 

balance sheet includes all the re-

ceipts on foreign investments of 

a country.

The average 
current account 

balance of 
oil exporters 

decreased from 
6.36 percent of 
GDP in 2018 to 

-3.93 percent of
GDP in 2020.

Table 1: Current Account Balance of Oil Exporters in the Region (% of GDP)

2018 2019 2020

Algeria -9.67 -9.87 -12.57

Iran 5.86 0.65 -0.08

Iraq 15.12 6.70 -3.72

Kuwait 17.40 22.21 31.93

Libya 21.43 7.92 -

Oman -5.37 -5.58 -13.40

Qatar 9.08 2.42 -2.50

S. Arabia 9.15 4.82 -3.08

South Sudan -9.04 -4.16 -35.01

UAE 9.59 8.48 3.08

MENA (oil 
exporters) 6.36 3.36 -3.93

Source: International Monetary Fund, Balance of Payments Statistics Yearbook and data 
files, and World Bank and OECD GDP estimates.
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Putting aside the oil-exporting countries, 
others also have a chronic deficit problem. 
Almost all non-oil exporters have a current 
account deficit (see Table 2). Between 2018 
– 2020, their average current account deficit
has	 been	 nearly	 4	 –	 5	 percent	 of	 	 GDP.	 Be-
cause of this deficit, they have encountered
currency shocks following the pandemic.

The pandemic has had a particularly severe 
impact on the Lebanese economy, which has 
a massive current account deficit.  Under the 
fixed exchange rate regime, this deficit in-
evitably caused a foreign currency shortage 
along with increasing volatility in the capi-
tal flows, and the currency reached a record 
low value in the black market. Nowadays, it 
is being traded for around 30,000 pounds in 
the	black	market.	In	addition	to	the	pandem-
ic-related health crisis, the Beirut port explo-
sion in 2020 has contributed to this situation 
substantially. 

Lebanon also faced a sovereign default in 
March 2020 due to its unsustainable external 
public	debt	reaching	170	percent	of	its	GDP.13 
Undoubtedly, it was mainly derived from the 
finances of the current account deficit. Ac-
cording to the statements by government 
authorities, there are nearly 80 billion dollars’ 
worth of Eurobonds outstanding in the mar-
ket, which is not a repayable amount for the 
Lebanese government. 

13 Marc	Jones,	“Foreign	creditors	urge	Lebanon	to	begin	debt	restructuring	talks”,	Reuters, 21 September 2021.

14 Marc	Jones,	“Free-falling	lira	puts	Turkey	in	balance	of	payments	danger”,	Reuters,	24	November	2021.

15 “Jordan’s	Financial	Sector	Performance	During	the	COVID-19	Pandemic”,	Jordan Strategy Forum, August 2020. 

Türkiye, with its distinctive economic structure 
in comparison to other regional economies,  
has recently experienced  similar currency 
shocks,  though the situation is not as dire  as in 
Lebanon. Even if it has a diversified economy 
relative to the region’s countries, the chronic 
current account deficit problem puts Türkiye  
in a very difficult position. With the pandemic, 
the lockdowns have damaged the exporting 
sectors, and the deficit has widened further 
(see	Table	2).	 It	has	brought	 the	economy	to	
the brink of a balance of payment crisis.14	 In	
turn, the exchange rate of the domestic cur-
rency	 to	 the	US	dollar	 hiked	dramatically.	 In	
response, the Turkish government imple-
mented an exchange-rate-protected deposit 
policy,  prevented the abnormal demand for 
the US dollar in the country, and controlled 
the exchange rate. Afterward, the tension in 
the financial markets declined.

Similar	 to	Türkiye	 ,	 Jordan	 has	 also	 encoun-
tered a collapse in its current account bal-
ance	following	the	pandemic	(see	Table	2).	It	
is because the tourism sector has an import-
ant share in the balance,  and has been dra-
matically affected by the pandemic-related 
lockdowns. However, no  currency crisis re-
sulted  due to the pandemic since the gov-
ernment used the foreign reserves during the 

turbulence.15 

13 Marc	Jones,	“Foreign	creditors	urge	Lebanon	to	begin	debt	restructuring	talks”,	Reuters, 21 September 2021.

14	 Marc	Jones,	“Free-falling	lira	puts	Turkey	in	balance	of	payments	danger”,	Reuters,	24	November	2021.	

15 “Jordan’s	Financial	Sector	Performance	During	the	COVID-19	Pandemic”,	Jordan Strategy Forum, August 2020.
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2018 2019 2020

Lebanon -24.18 -21.90 -9.33

Jordan -6.90 -2.13 -8.48

Tunisia -10.44 -7.83 -6.08

Morocco -5.25 -3.68 -1.42

Türkiye -2.79 0.70 -4.86

Yemen -0.84 -3.85 -5.96

Egypt -3.08 -3.37 -3.90

Bahrain -6.44 - -

Malta 6.62 5.54 -2.93

Israel 2.79 3.54 5.41

Palestine - - -

Syria - - -

MENA (non-oil exporters) -5.52 -3.64 -3.95

Table 2: Current Account Balance of Non-oil Exporters in the Region (% of GDP)

Source: International Monetary Fund, Balance of Payments Statistics Yearbook and data files, and World Bank and OECD 
GDP estimates.

Looking at Yemen, according to Table 2, we 
see that its current account balance shows  a 
deficit currently, so the foreign currency in-
flow is a necessity for the country to finance 
the deficit. However, the civil war halted the 
inflow dramatically, along with the increase 
in the deficit, and the country lost a big part 
of its foreign currency reserves. Afterward, in 
2016, the Central Bank of Yemen moved from 
Houthi-held Sanaa to the temporary cap-

16 “YER	Exchange	Rate	Volatility”,	Cash Consortium of Yemen,	26	Jul	2020.

ital Aden, which caused a further loss in the 

government’s reserves for the Aden govern-

ment.16 Following the transfer of the bank in 

2017,	 the	 floating	exchange	 rate	 regime	was	

adopted, but it could not end the divergence 

between the official and  black-market rates, 

and the foreign currency crisis continued. As 

expected, these developments have led to 

considerable devaluations in the currency.

16 “YER	Exchange	Rate	Volatility”,	Cash Consortium of Yemen,	26	Jul	2020.
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In	the	last	decade,	the	economies	of	the	ME-

NA region economies have had a clear de-

clining trend in their trade performances. The 

average current account balance of the re-

gion was positive in the 2000s and reached 

10 percent of the GDP.17 However, the recent 

conflicts in the region undermined the export 

performance dramatically, and the current 

account balance turned negative in the 2010s. 

Looking at history, the region recorded the 

highest	current	account	surplus	in	the	1970s.18 

17 For	 the	data,	please	 look	at:	 International	Monetary	Fund,	Balance	of	Payments	Statistics	Yearbook	and	data	files,	and	
World Bank and OECD GDP estimates.

18 For	 the	data,	please	 look	at:	 International	Monetary	Fund,	Balance	of	Payments	Statistics	Yearbook	and	data	files,	and	
World Bank and OECD GDP estimates.

It	was	nearly	15	percent	of	 the	 region’s	GDP,	
but it turned negative in the 1980s due to the 
Iran	 	 -Iraq	War	 lasting	 for	years.	 Further,	 the	
Gulf War (1990 - 1991) caused the region’s 
exports to collapse and the current account 
deficit to reach nearly 25 percent of the GDP 
in 1991. After the year  2000, there has been 
an improvement in the balance; however, 
the Syrian conflict in 2011 deteriorated the 
balance again. Expectedly, the international 
trade performance of the region is highly sen-
sitive to political conflicts. 

The MENA region trade balance has been deteriorating 
since	the	1970s.

HISTORICAL 
DEVELOPMENTS 
IN THE CURRENT 
ACCOUNT 
BALANCES OF THE 
MENA REGION’S 
ECONOMIES

17 For	 the	data,	please	 look	at:	 International	Monetary	Fund,	Balance	of	Payments	Statistics	Yearbook	and	data	files,	and	
World Bank and OECD GDP estimates.

18 For	 the	data,	please	 look	at:	 International	Monetary	Fund,	Balance	of	Payments	Statistics	Yearbook	and	data	files,	and	
World Bank and OECD GDP estimates.
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Figure 1: Current Account Balance of the MENA Region (% of GDP)
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Putting aside the political as-
pects, when we analyze the trade 
balance performances of the re-
gion’s economies in terms of their 
economic structure, it is easily 
seen that oil exporting countries 
have mostly positive balances 
while others have trade deficits 
(see Table 3).  Oil and gas exports 
have resulted in significant trade 
surpluses	for		countries	like	Iraq,	
Saudi Arabia, the UAE, Qatar, and 
Kuwait  each year. Especially, Ku-
wait, in particular, has an enor-
mous surplus that reached one-
fourth of its GDP. 

Moreover,  oil exports and un-
controlled capital inflows lead 
to overvalued currencies in the  
economies of oil-exporting re-
gions. The revenues coming 

19 The	origin	of	the	term	“Dutch	disease”	is	Netherlands.	Having	found	a	gas	reserve	in	
North	Sea	in	1959,	Netherlands	faced	with	a	huge	foreign	currency	inflow	and	its	currency	
gained so much value in the short term. Afterwards, the export competitiveness of non-
oil sectors has been lost and the current account balance deteriorated sharply. 

from the exportation of natural 

resources and the large inflow 

of foreign currency directly led 

the domestic currency to gain 

value. This in turn  damages  oth-

er sectors of the economy and 

decreases the profitability of 

producing goods and services 

for the domestic industry. There-

fore, the production in the non-

oil sectors diminishes, and hence 

the export drops. This dynamic is 

named	 “the	 Dutch	 disease”19 in 

the literature and is highly com-

mon in the region’s economies. 

Even if these oil exporting  coun-

tries currently have a trade sur-

plus, they may  face consider-

able deficits in the future be-

cause of oil price fluctuations. 

Oil exports and 
uncontrolled 

capital 
inflows lead 

to overvalued 
currencies 

in the oil-
exporting region 

economies.
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Table 3: Current Account Balances of the Oil-Exporting Countries (10-year 
average, percent of GDP)

This has happened many times 

in the past. A plunge in oil prices 

instantly turned a positive trade 

balance into a negative one. As 

an example, the trade balances 

of Oman, Saudi Arabia, and Ku-

wait have been harshly affect-

ed by lower oil prices in the late 

1990s and turned negative.20 

In	 the	 last	 decade,	 the	 surplus	

of the oil exporting countries has 

dropped to 5 percent of their 

GDPs (see Table 3). The best per-

formance of this group was in the 

1970s	and	2000s,	thanks	to		very	

high oil prices. The worst perfor-

mances have been recorded in 

the 1990s. At the beginning of 

20 	 “Oil	prices	tumbled	to	below	10	dollars	per	barrel	in	1998.”,	CNN Money, 30 November 
1998.

the 1990s, the Gulf war occurred, 

and at the end of the 1990s, oil 

prices sharply declined. 

Unlike oil exporting countries, 

other economies in the region 

have a chronic trade deficit prob-

lem that has been ongoing for 

decades and has deteriorated 

further in the last decade (see 

Table	 4).	 Particularly,	 the	 coun-

tries	of	Lebanon,	Jordan,	and	Tu-

nisia have recorded remarkable 

deficits in the last decade. These 

deficits are not sustainable for 

their economies as they  create 

a huge need for foreign curren-

cy inflows and therefore make 

them highly vulnerable to exter-

Source: International Monetary Fund, Balance of Payments Statistics Yearbook and data 
files, and World Bank and OECD GDP estimates.

1971-1980 1981-1990 1991-2000 2001-2010 2011-2020

Algeria -7.21 -0.49 5.18 15.91 -6.69

Oman 7.68 3.79 -3.75 8.37 -4.01

Libya - 7.62 3.67 23.25 -2.05

Iran 5.11 -0.46 3.16 4.31 3.78

Iraq - - - 6.7 6.71

Saudi 
Arabia

20.36 -6.12 -5.87 16.35 7.39

UAE - - 16.16 7.73 10.11

Qatar - - - - 13.47

Kuwait 47.34 28.78 -8.81 29.9 24.75

South 
Sudan

- - - - -7.93

MENA 14.66 5.52 1.39 14.06 4.55

Looking at 
the average 
trade deficit 
of the non-
oil exporting 
MENA 
countries, it is 
seen that the 
deficit has been 
increasing since 
the 1970s.
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nal shocks. The countries struggling to meet 
this currency demand immediately face eco-
nomic and financial problems. 

Looking at the average trade deficit of the 
non-oil exporting MENA countries, it is seen 
that the deficit has been increasing since the 
1970s.	 The	 current	 account	 deficit,	 which	 is	

close to 5% of GDP, has increased dramati-

cally,	particularly	 in	the	last	decade.	 	Table	4	

reveals that, with the exception of Malta and 

Israel,	 all	 non-oil	 exporting	 countries	 have	 a	

declining balance.  The best performance 

was	recorded	in	the	1970s,	and	the	worst	per-

formance was in the 2010s. 

1971-1980 1981-1990 1991-2000 2001-2010 2011-2020

Lebanon - - - -16.36 -20.46

Jordan 0.59 -3.33 -4.36 -5.03 -8.89

Tunisia -7.16 -4.76 -4.16 -2.74 -8.23

Morocco -10.37 -4.09 -1.14 0.14 -5.09

Türkiye -3.29 -1.32 -0.94 -3.2 -4.23

Yemen - - - -3.38 -4.11

Egypt -5.57 -3.19 1.49 1.04 -3.31

Bahrain 6 2.71 -3.77 5.6 1.7

Malta 6.45 0.81 -5.49 -3.62 3

Israel - - -2.72 1.85 3.33

Palestine - - - - -

Syria 1.94 -0.63 0.33 0.5 -

MENA -1.43 -1.72 -2.31 -2.29 -4.63

Table 4: Current Account Balances of the Countries Not Exporting Oil (10-year average, percent of GDP)

Source: International Monetary Fund, Balance of Payments Statistics Yearbook and data files, and World Bank and OECD 
GDP estimates.
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Before moving on to the analysis of the im-
pact of exchange rates on the region’s trade 
balances, it will be helpful to understand the 
mechanism behind the relationship between 
exchange rates and international trade. An 
overvalued or undervalued currency indi-
rectly affects the international trade balance 
by changing the purchasing power of the cit-
izens.21 For example, an undervalued currency 
means more expensive foreign goods–lower 
purchasing power–which reduce  imports and 
improves the international trade balance. An-
other impact of an undervalued currency is  
higher exports. When the domestic curren-
cy loses value, the domestic goods and ser-
vices become cheaper for foreigners, which 
increases the foreign demand for domestic 
production, hence the export. 

On the contrary, an overvalued currency rais-
es imports because it directly raises the pur-
chasing power of  households and their de-

21 Tilak	Abeysinghe	and	Tan	Lin	Yeok,	“Exchange	rate	appreciation	and	export	competitiveness.	The	case	of	Singapore.”, Applied 
economics, Volume	30,	 Issue	 1,	 1998,	pp.51-55.;	Dani	Rodrik,	 “The	 real	exchange	 rate	and	economic	growth.” Brookings 
papers on economic activity,	Volume	 2008,	 Issue	 2,	 2008,	 pp.365-412.;	 Caroline	 L.	 Freund	 and	Martha	Denisse	 Pierola.	
“Export	surges:	the	power	of	a	competitive	currency.” World Bank Policy Research Working Paper 4750,	2008.

22 The	Investopedia	Team,	“The	Impact	of	China	Devaluing	the	Yuan	in	2015”,	Investopedia,	30	June	2021;	U.S.	Department	of	
Treasury,	“Treasury	Designates	China	as	a	Currency	Manipulator”,	U.S. Department of Treasury, 5 August 2019.  

mands for foreign goods and services, and 
thus, encourages import by domestic firms; in 
turn, causes the trade balance to deteriorate. 
Besides, it decreases the foreign demand for 
domestic goods and services since the over-
valuation of the domestic currency means 
more expensive domestic goods and services 
for foreigners, which results in a decrease in 
exports. 

The best real-world example of this relation-
ship between the exchange rate and interna-
tional trade is China. For decades, it has been  
strongly claimed that China has transformed 
its poor economy into one of the largest 
economies in the world thanks to its curren-
cy devaluation policies, and the country has 
been	called	“the	currency	manipulator”.22 Even 
if there could be other factors contributing to 
China’s growth performance, it is not inac-
curate to claim that making domestic goods 
cheaper and providing cheap labor through 

Following the currency devaluation policies, China recorded 
the highest level of current account surpluses in the 2000s.

THE IMPACTS OF 
EXCHANGE RATES 
ON INTERNATIONAL 
TRADE BALANCES
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the undervalued, controlled currency have 
helped the country  achieve this output. As a 
striking fact, the Renminbi (China’s Currency) 
lost 80 percent of its value from 1981 to 1994, 
which is incredibly higher when we consider 
the consumer price inflation in the country. 

To clearly understand how much China ma-
nipulated its currency to gain a competitive 
advantage in terms of export, we should 
look at its real effective exchange rate statis-
tics. Fig. 2 shows the real effective exchange 
rate (REER) statistics of China. REER roughly 
means how much product could be bought 
with a unit of China’s currency. The reduction 
in the REER means that foreign goods and 
services became more expensive relative to 
domestic goods and services. As seen in Fig. 
2, China’s REER decreased from nearly 550 
in the 1970s to below 100 in the 1990s, and it 
has stayed at these levels for decades. Along 
with this devaluation, there was an incredible 
soar in the trade surplus from the 1980s to the 
2000s. At this point, we should  mention here 
that a currency overvaluation or undervalu-
ation affects the trade balance with a lag and 
not immediately. For instance, we could see 
the effects of devaluation in the 1970s on the 
trade balance in the 1980s. 

Normally, we expect that higher trade surplus-
es will increase foreign currency inflows and 
reduce the exchange rate, leading to an over-
valuation of  the domestic currency. However, 
contrary to this, we see a depreciation in Chi-
na’s currency because we know that the Chi-
nese government decreased the abundance 
of foreign currency  in the market and prevent-
ed the exchange rate from  going down. But 
how did the Chinese government  decrease 
the foreign currency abundance arising from 
the huge trade surpluses and massive foreign 

23 	 For	the	data	look	at	Department	of	the	Treasury/Federal	Reserve	Board,	Major	Foreign	Holders	of	Treasury	Securities

24 	 Wei	Li,	“Trade	Protectionism	and	Economic	Growth:	The	Chinese	Example”,	GlobalAsia, 11 August 2009. 

currency inflows? China bought the treasury 
bonds of foreign countries with this extra 
money through money market operations as 
a monetary policy. These bonds are mainly 
U.S.	 debt	 securities,	 such	 that	 the	 U.S.	 debt	
holdings of China reached 1 trillion dollars in 
2021.23 Accordingly, we conclude that through 
these operations, China has manipulated its 
currency to stay undervalued and protect its 
export competitiveness. 

After the 1990s, we saw  a stagnation in Chi-
na’s trade performance because the Chinese 
government could not easily depreciate its 
currency	because	of	the	WTO’s	membership.	
Therefore, the real effective exchange rate 
stayed almost the same in those years (see 
Fig. 2). Afterwards, China’s trade surplus start-
ed to fall. This development in the real effec-
tive exchange rate and the trade balance after 
2000 proves the source of China’s success in 
international	 trade.	When	 China	 lost	 its	 cur-
rency advantage, its trade balance could not 
increase. 

Besides, China implemented numerous trade 
protectionist measures, including anti-dump-
ing, and countervailing duties–along with an 
undervalued currency. Needless to say, this 
has also helped the country to widen its trade 
surplus,	but	currently,	the	WTO	prevents	Chi-
na from following these protectionist actions. 
China	 joined	 the	 membership	 of	 the	World	
Trade	Organization	(WTO)	in	2001.	While	being	
a	member	of	 the	WTO,	you	could	not	easily	
devalue your currency and implement trade 
protection policies. For example, in 2008, Chi-
na faced 73 anti-dumping and 10 countervail-
ing	duty	 lawsuits	 	 filed	by	 the	WTO.24 These 
lawsuits make it difficult for China to pursue 
trade protectionist policies freely.
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Figure 2: China’s Real Effective Exchange Rate (USD/CNH)

Source: Federal Reserve Bank of St. Louis

Figure 3: China’s Trade Balance (in real terms)

Source: Federal Reserve Bank of St. Louis
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On the other side, we should mention here 
that the above arguments and the analysis 
between the exchange rate and  trade do not 
mean that you can directly increase your ex-
ports by only decreasing the value of the do-
mestic currency and the purchasing power 
of citizens. This exchange rate policy should 

be supported with structural reforms ranging 
from the labor market to infrastructure. The 
government could also benefit from fiscal pol-
icies and give incentives to  domestic compa-
nies to create their brands and value-added 
products. This issue will be discussed in the 
policy suggestions section of the report. 



Savaş Kaptan

18www.orsam.org.tr

In	 this	 section,	we	will	 examine	whether	 the	

exchange rates played an important role in 

the international trade performances of the 

region’s countries or not. For this analysis, we 

first gathered the exchange rate data from 

the	IMF,	or	International	Financial	Statistics.	It	

is important to mention here that using real 

effective exchange rate data could provide a 

more useful examination of how much a cur-

rency is overvalued or undervalued since it 

includes the domestic goods/services price 

inflation. However, for the MENA countries, it 

is not possible to get this data for many  years, 

even though many countries in the region  do 

not publish this data. Because of this reason, 

we use nominal exchange rate statistics and 

analyze domestic price inflation separately to 

interpret whether the currency is overvalued 

or undervalued for trade competitiveness. 

25 	 Note	that	we	do	not	use	current	account	balance	data	that	includes	transfer	and	income	data	in	addition	to	trade	balance.	
We employ only the trade balance that is the main element in the current account balance and sensitive to the movements 
in	the	exchange	rate.	Income	and	transfer	balance	in	the	current	account	is	highly	speculative,	which	makes	the	analysis	
meaningless. 

26 	 For	 further	 discussion,	 see	 Richard	 N.	 Cooper,	 “Currency	 devaluation	 in	 developing	 countries.”	 International Economic 
Policies and their Theoretical Foundations,	1992,	pp.742-770.

Secondly, the trade data with export and im-

port statistics were collected from the World 

Bank national accounts data and the OECD 

National Accounts data files. This data is used 

in terms of constant prices to see the re-

al change in exports and imports, excluding 

nominal changes, and considers both  goods 

and services. Using this trade and exchange 

rate data, we will, in this section, look at how 

the exchange rate fluctuations affect the re-

gion’s economies’ trade balances and make 

criticisms about their exchange rate policies.25 

Note that, even if there are many dynamics 

affecting the trade performance of a country, 

the role of the exchange rate alone is so large 

and certain.26 Therefore, analyzing the trade 

balance based on  exchange rate fluctuations 

gives us meaningful results without consider-

ing other variables. 

The recent devaluation in the Turkish Lira improves the 
trade balance.

IMPACT OF 
EXCHANGE RATES 
ON INTERNATIONAL 
TRADE BALANCES OF 
SELECTED REGION 
ECONOMIES 
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For the technical analysis, we examine a sam-

ple of MENA countries consisting of Algeria, 

Saudi Arabia, Egypt, Lebanon, Türkiye, and Mo-

rocco. The reason for selecting these countries 

is the availability of data . Some of the MENA 

countries do not have enough  exchange rate 

statistics  to make a comprehensive analysis. 

Firstly, we will look at Algeria’s trade and ex-

change rate statistics and explain the dynam-

ics between these variables with the empirical 

data. For instance, Algeria’s currency stayed 

almost	constant	in	the	1950s,	60s,	and	70s	(see	

Figure	4),	which	led	to		an	overvaluation	in	the	

domestic currency. Algeria has an inflationary 

economy, so when it does not regularly de-

value its currency, domestic goods become 

more expensive for export and importing from 

abroad becomes cheaper, which means an 

overvalued	domestic	currency.	In	other	words,	

to make domestic goods cheaper for foreign 

countries and increase exporting or decrease 

importing, technically, you should devalue the 

currency more than the upward movement in 

the domestic prices relative to the foreign pric-

es.

Consequently, after the currency  revaluations 

in	 the	 1950s,	60s,	and	70s,	 the	positive	 trade	

balance of Algeria in the 1960s turned into a 

trade	 deficit	 in	 the	 years	 between	 1976	 and	

1986 (see Figure 5). The deficit is derived from 

the increase in imports  because Algeria’s main 

export items are petroleum products, which  

are not very sensitive to currency fluctuations. 

Because the demand for petroleum products 

and their prices are determined in global mar-

kets, the value of Algeria’s currency should 

have no effect on the export of these goods. 

27 	 Mohammed	Touitou,	 Yacine	 Laib,	 and	Ahmed	 Boudeghdegh,	 “The	 Impact	 of	 Exchange	 Rate	 on	 Economic	 Growth	 in	
Algeria.”,	CBU International Conference Proceedings,	Vol.	7,	2019,	pp.	323-330.

28 	 Current	account	deficit	is	a	broader	definition	of	trade	deficit.	Trade	deficit	only	includes	the	export	and	import	of	goods	and	
services.	Current	account	deficit	additionally	covers	international	investments,	foreign	aids,	and	remittances	etc.	

Furthermore, Figure 5 reveals that Algeria re-

corded huge trade surpluses during the peri-

od	between	1986	to	2009,	and	Figure	4	shows	

that its currency faced many considerable de-

valuations during this period. Note that these 

devaluations are high enough to cover the 

inflation in  domestic goods in those years. 

In	 1991,	 the	 Algerian	 government	 devalued	

the currency by 52 percent at one time, while  

the inflation in those years hit nearly 30 per-

cent annually. As Figure 1 shows, there will be  

other big devaluations in the following years. 

It	should	be	noted	that	the	Algerian	govern-

ment was forced to make these devaluations 

because of economic problems arising from 

oil price fluctuations in the late 1980s. These 

were not exchange rate policies of the gov-

ernment aimed at a positive trade balance 

and higher domestic production. With these 

involuntary devaluations in the 1990s, we see 

that the import of foreign goods and services 

remarkably decreased and stayed below the 

export in those years, while  the export vol-

ume steadily increased up to 2005. 

Afterward, the currency gained value in the 

2000s, along with the switch from the pegged 

exchange rate regime to a managed floating 

rate regime in 1996.27 As expected, the trade 

surplus caused this appreciation along with 

the increasing foreign currency inflows into 

the country. Following this upward movement 

in the value of the domestic currency, the bal-

ance turned negative with a monotonous in-

crease in imports in the 2000s, which is an ex-

pected result. Nowadays, this situation is a big 

problem for the Algerian economy since the 

current account deficit28 has already reached 

10 percent of the GDP and the country has lost 
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a big part of its national reserves to finance 
this deficit.29	The	 IMF	now	suggests	 that	 the	
country depreciate it’s  currency to close this 
gap between export and import. 

Putting aside the impact of exchange rates 
on trade performance, it is worth noting that 
Algeria is an oil and natural gas exporting 
country (nearly 90% of total exports [15]), but 
interestingly we do not see a trend-changing 
impact of oil prices on Algeria’s total export 
volume. Their effects are commonly tempo-
rary. For instance, there was  no permanent 
decrease in the export volume of the country 
during	the	oil	price	shock	in	the	1970s	due	to	
the OPEC embargo. Similarly,  price increas-
es	in	oil		during	the	Iranian	revolution	of	1978-
1979	and	the	1990	Iran-Iraq	war	did	not	have		
any permanent effect (see Figure 2). Similarly, 
the oil price plunge in 1986 did not affect the 
yearly export volume as  seen in Figure 2, but 
the country’s economy went into  recession.30 

All in all, we see that the exchange rate plays 
an important role in determining the trade dy-
namics of the Algerian economy. The invol-
untary interventions of the Algerian govern-
ment changed the path for the import of the 
country many times as we have shown above. 
However, we do not see remarkable changes 
in export as a response to movements in the 
exchange rate. This is mainly because of the 
undiversified economic structure. 

Currently, Algeria has  a trade deficit even 
though	its	oil	exports	reached	40	billion	USD.31 

29 	 Oxford	Business	Group,	“Deficits	become	more	common	in	Algeria”,	Oxford Business Group, 2016. 

30 	 Gonzalo	Escribano,	“The	impact	of	low	oil	prices	on	Algeria.”	Columbia Center on Global Energy Policy, 2016, pp.5-21.

31 According	to	the	ITC	Trade	Map	statistics	for	2018.	

32 	 For	the	data,	look	at	the	ITC	Trade	Map	statistics

33 	 For	the	data,	look	at	the	ITC	Trade	Map	statistics

To decrease this trade deficit, Algeria  should 
first give importance to the manufacturing 
industry.	 It	 is	 because	 machinery	 and	 elec-
tronic products constitute the highest share 
of the import basket. Nearly 10 billion USD of 
machinery, equipment, appliances, and elec-
tronic products is imported each year.32 Bene-
fiting from the fiscal policies, the government 
could support these industries and increase 
the production of these goods in the country, 
and hence the imports could drop in the me-
dium term. 

For enhancing the export performance, Alge-
ria should also give incentives to the non-oil 
sectors along with maintaining an exchange 
rate level providing a price advantage for do-
mestic firms to grow faster. For instance, fer-
tilizer is the second most exported goods of 
the country after petroleum products. Annual  
exports are  around 1 billion USD.33 This sector 
could be developed further and affect the ex-
port volume considerably. Supporting the fer-
tilizer producing companies through govern-
ment incentives under a fiscal policy program 
could be a good policy for Algeria. 

Further, cereals are another cause of the defi-
cit. The country imports cereal products like 
wheat, corn, and barley, which costs an av-
erage	of	2.7	billion	USD	within	a	year.	There-
fore, we suggest Algeria implement a de-
velopment strategy including an agricultural 
program along with an undervalued currency 
policy to support the domestic agriculture 
sector and its production. 

29 Oxford	Business	Group,	“Deficits	become	more	common	in	Algeria”,	Oxford Business Group, 2016

30 Gonzalo	Escribano,	“The	impact	of	low	oil	prices	on	Algeria.”	Columbia Center on Global Energy Policy, 2016, pp.5-21.

31 According	to	the	ITC	Trade	Map	statistics	for	2018.

32 For	the	data,	look	at	the	ITC	Trade	Map	statistics

33 For	the	data,	look	at	the	ITC	Trade	Map	statistics
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Figure 4: Yearly Change in Algeria’s Exchange Rate (USD/DZD)

Source: IMF, International Financial Statistics

Figure 5: Algeria’s Import & Export Statistics (1960 – 2020)

Source: World Bank national accounts data, and OECD National Accounts data files.
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Contrary to Algeria, as an oil exporting coun-
try, Saudi Arabia currently has a trade surplus 
(see	Fig.	7).	The	country	is	the	biggest	oil	ex-
porter in the world. The oil export is almost 
one-fourth of its GDP, which shows how much 
the Saudi Arabian economy is dependent on 
oil revenues. When we exclude petroleum 
products, the country faces  a huge deficit. 
Saudi Arabia does not export value-added 
products like machinery, electrical equip-
ment, automobile parts, etc. because of its 
undiversified economy. For this reason, the 
trade surplus may turn negative in the future 
as green energy becomes widespread and 
the need for fossil fuels declines in the world. 
Therefore, the exchange rate level should not 
be ignored by the Saudi Arabian authorities to 
control the country’s non-oil trade deficit. 

Looking at the exchange rate developments, 
we do not see an exchange rate policy aim-
ing at reducing the non-oil trade deficit of the 
country (see Fig. 6). Because the exchange 
rate	has	been		fixed	at	4.00	since	1952	and	the	
yearly inflation rate has averaged 3.5% since 
196434, it is not hard to conclude that the cur-
rency is overvalued relative to its trade part-
ners. There is also evidence in the literature 
verifying	the	overvaluation	of	the	Saudi	Riyal.35 
This is mostly the natural result of an oil-rich 
economy. The foreign currency abundance 
related to oil exports raises the value of the 
domestic currency unless the government in-
tervenes by buying the extra foreign currency 
reserve in the market. The overvalued cur-
rency inevitably damages the non-oil sectors 

34 	 It	is	the	average	of	1964	–	2020.	For	the	data,	please	look	at	World	Bank,	World	Development	Indicators.

35 	 Najia	Saqib,	 “The	effect	of	exchange	 rate	fluctuation	on	 trade	balance:	Empirical	evidence	 from	Saudi	Arab	Economy.”,	
Journal of knowledge management, economics and information technology, Vol. 3, No. 5, 2013.

36 	 For	the	data,	please	look	at:	Saudi	Arabian	Monetary	Agency

of  the economy due to the decreasing com-
petitiveness of companies. Briefly, the exist-
ing condition of the Saudi Arabian economy 
is	 exactly	 referred	 to	 as	 “the	Dutch	Disease”	
concept that we mentioned above. 

As an important detail, we see an increasing 
trend in the import of Saudi Arabia, while the 
export stayed almost the same for years (see 
Fig.	7).	Since	the	export	is	completely	depen-
dent on petroleum products, the export stag-
nates. However, the import is sensitive to cur-
rency fluctuations as the purchasing power of 
the	citizens	determines	the	import	volume.	In	
line with this argument, we see an increasing 
trend in the import of the country since 2000 
(see	Fig.	7).	

Accordingly, we propose monetary policy ac-
tions to reduce imports and control the trade 
balance. More specifically, through money 
market operations in  a surplus-giving econ-
omy, the domestic currency could be deval-
ued e. Also, we suggest the central authori-
ties of Saudi Arabia implement fiscal policies 
supporting the infant industries in the country. 
Because the government debt is very low, 
reaching 30 percent of the GDP,36 Saudi Ara-
bia has enough fiscal space to implement 
expansionary fiscal policies to encourage 
the domestic industry. First of all, tax breaks 
could be granted to sectors with the potential 
to produce goods as substitutes for imported 
goods,	 a	 policy	 known	 as	 “import	 substitu-
tion.”		Because	the	main	problem	of	the	Saudi	
Arabian economy now is the higher imports, 
not the lower exports. 

34	 It	is	the	average	of	1964	–	2020.	For	the	data,	please	look	at	World	Bank,	World	Development	Indicators.

35 Najia	Saqib,	 “The	effect	of	exchange	 rate	fluctuation	on	 trade	balance:	Empirical	evidence	 from	Saudi	Arab	Economy.”,	
Journal of knowledge management, economics and information technology, Vol. 3, No. 5, 2013.

36 For	the	data,	please	look	at:	Saudi	Arabian	Monetary	Agency
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Figure 6: Saudi Arabia’s Exchange Rate (USD/SAR)

Source: IMF, International Financial Statistics

Figure 7: Saudi Arabia’s Import & Export Statistics (2000 - 2020)

Source: World Bank national accounts data, and OECD National Accounts data files.
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Another regional economy both exporting 
and importing petroleum products, Egypt, 
has a trade deficit problem. As Figure 9 il-
lustrates, the country has had a trade deficit 
since 1960. When we periodically analyze, it is 
seen that the trade deficit of the country has 
risen monotonically from 1960 to the 1980s. 
In	this	period,	there	was	only	a	small	devalua-
tion (20 percent in 1962-1963) in the currency, 
which we naturally relate to this trade deficit. 
The overvalued currency in the 1960s led to a 
trade deficit in the following  years. 

Afterward,	 two	 important	 devaluations	 44	
percent	 in	1979	and	78	percent	 in	1989-1992	
happened, and we see that the deficit has 
been reduced and maintained at a stable lev-
el	up	to	the	mid-2000s	(see	Fig.	8	&	9).	In	this	
period, we see a stagnation in  imports and 
an increase in the exports of goods and ser-
vices.	 In	2003,	with	the	switch	from	the	fixed	
exchange rate regime to a flexible regime,37 
the exchange rate remained stable up to the 
mid-2010s. Even though the inflation rate is 
high, the Egyptian government allowed the 
domestic currency to gain value. From 2005 
to 2008, the exchange rate decreased by 
around 11 percent, even though the inflation 
rate is close to 10 percent yearly. Following 
the political unrest in 2011, the government 
started to control the foreign currency trade 
in the country, which  limited the value loss 
of the domestic currency. Naturally, these de-
velopments caused an overvaluation in the 
currency and made domestic goods relative-
ly expensive and imported goods cheaper. 
In	other	words,	 the	purchasing	power	of	 the	
households  in the country increased. As ex-
pected, the trade balance harshly deteriorat-
ed in 2016 (see Fig. 9). Eventually, this deficit 

37 	 Omneia	Helmy,	Mona	Fayed,	and	Kholoud	Hussien,	 “Exchange	rate	pass-through	to	 inflation	 in	Egypt:	a	structural	VAR	
approach.”,	Review of Economics and political science, 2018.

38 	 John	Adams	and	Ali	Metwally,	“Identifying	currency	crises	indicators:	the	case	of	Egypt.”,	African Journal of Economic and 
Management Studies, 2019.

brought	a	massive	depreciation	in	2016-2017,	
as	usual.	If	you	do	not	allow	your	currency	to	
devalue when it is needed, the widening trade 
deficit inevitably causes  it at some point.

After the domestic currency lost value against 
the foreign currencies dramatically in 2016 
and	2017,	the	trade	deficit	of	the	country	nar-
rowed in the following years. All these move-
ments show that Egypt’s international trade is 
highly affected by exchange rate fluctuations. 
However, it is hard to say that the Egyptian 
government has a consistent exchange rate 
policy aiming at sustainable trade perfor-
mance. 

All in all, Egypt has had a chronic trade deficit 
problem since 1960. Even though the last big 
devaluation in the currency has reduced the 
deficit, it is already a problem. Because of this 
deficit and its financing problem, Egypt has 
faced currency crises many times in the past, 
such	as	in	1979,	1989,	2002,	2011,	and	2016.38 
Here, we should mention that the trade deficit 
is the main cause of the currency crisis, but 
there is always another factor (like wars, civil 
conflicts, global economic crises, etc.) trig-
gering the crisis. 

To avoid these currency shocks affecting the 
whole economy very badly, a country should 
have a trade deficit at a controllable level or 
a trade surplus. For improving the trade bal-
ance and avoiding huge deficits along with 
the deficit-financing problem, it is suggested 
that Egypt’s Central Bank should not allow the 
domestic currency to be overvalued by inter-
vening in the financial markets through mon-
etary	policies.	 It	 should	avoid	higher	 interest	
rates that cause an overvalued domestic cur-
rency. 
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Also, as a suggestion for fiscal policy , the 
prominent sectors could be supported with 
tax exemptions in addition to the exchange 
rate advantage provided by the Central Bank. 
The manufacturing industry is one of them. 
These items account for a sizable portion of 
the import basket, amounting to nearly $6 
billion USD per year. .39	If	the	domestic	indus-
try produces substitutes for these items, the 
trade balance will be directly affected pos-
itively. Government support in this industry 
raises the profitability and makes entrepre-
neurs invest in this sector, and therefore the 
production will increase and the import will 
decline. 

On the other hand, since the public debt is 
very high, reaching 90 percent of the GDP in 
Egypt40, tax exemptions could deteriorate the 

39 	 For	the	data,	look	at	ITC	Trade	Map	statistics

40 	 According	to	the	IMF’s	World	Economic	Outlook	Databases,	the	ratio	of	public	debt	to	gross	domestic	product	is	nearly	90	
percent. 

41 According	to	ITC	Trade	Map	Statistics,	Egypt	imported	telephone	sets,	telephones	for	cellular	networks	costing	2.5	billion	
USD dollar in 2019. 

budget, which makes  financing the budget 
deficit hard. This, in turn, might lead to cata-
strophic economic situations like the country 
defaulting. For this reason, the government 
should impose more taxes on importing for-
eign goods to compensate for this policy. 
However, these types of policies should be 
implemented very carefully because the do-
mestic industry could be negatively affected if 
the critical raw materials, pieces of machinery, 
and equipment are taxed. To increase public 
revenue, a government should impose tax-
es on final consumption goods and services 
that are not vital for the factor of production. 
For instance, telephones for cellular networks 
could be taxed more. Egypt imports these 
items, amounting to nearly 2 billion USD dol-
lars in a year, which has a considerably high 
share of  the trade deficit.41

39 For	the	data,	look	at	ITC	Trade	Map	statistics

40	 According	to	the	IMF’s	World	Economic	Outlook	Databases,	the	ratio	of	public	debt	to	gross	domestic	product	is	nearly	90	
percent.

41	 According	to	ITC	Trade	Map	Statistics,	Egypt	imported	telephone	sets,	telephones	for	cellular	networks	costing	2.5	billion	
USD dollar in 2019.

Figure 8: Yearly Changes in Egypt’s Exchange Rate (USD/EGP)

Source: IMF, International Financial Statistics
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Figure 9: Egypt’s Import & Export Statistics (1960 – 2020)

Source: World Bank national accounts data, and OECD National Accounts data files.
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Similar to Egypt, another region’s economy 
Lebanon has also had a chronic trade defi-
cit problem since 1989 (see Fig. 11). Looking 
historically, there was an improvement in the 
trade	balance	only	in	the	years	between	1994	
– 2007	 (see	Fig.	 11).	This	was	mainly	derived
from	 the	extreme	devaluations	 from	1984	 to
1997.	In	1987,	the	exchange	rate	increased	by
485	percent	a	year,	which	hit	 the	purchasing
power of the citizens very badly.42 Even if the
results were so pathetic for the poor citizens,
following the devaluations, the trade deficit
narrowed considerably, as expected.

However, the constant exchange rate lasting 
for years has caused an overvaluation in the 
domestic currency again and the trade deficit 

42 Nora	Boustany,	“Devalued	Currency	Terrorizes Beirut”,	Los Angeles Times,	29	November 1987.

43 For the	data, please	 look	at: International Monetary	Fund, Balance of Payments Statistics	Yearbook and	data files,	and	
World Bank and OECD GDP estimates.

to widen (see Figure 10). Because of this trade 
deficit,	the	current	account	deficit	reached	24	
percent of the GDP in 2018,43 which is abso-
lutely an unsustainable level. Nowadays, this 
deficit causes a balance of payment crisis. 

As a solution, firstly, a considerable deval-
uation in the domestic currency is expected 
from the central authority to discourage the 
import of foreign goods. Additionally, tariffs 
should be imposed on the final consumption 
goods that could be produced by domestic 
companies.	 It	will	 also	 help	 the	government		
improve its budget balance. 

Furthermore, Lebanon has not had any prov-
en reserves of oil and gas. Because of this, the 
import of petroleum products constitutes a 
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very high share of the total volume. To reduce 

the trade deficit, the country should carry out 

energy-efficiency	 projects	 and	 reduce	 the	

need for the import of petroleum products. 

The Lebanese government should imme-

diately carry out fiscal policies aiming at en-

hancing specific sectors of  the economy, 

which will contribute to the trade balance of 

the country. More specifically, by giving tax 

44 	 For	the	data,	please	look	at:	Ministry	of	Finance,	Republic	of	Lebanon

advantages to the export companies with  po-
tential, domestic production could be boost-
ed. However, the public debt to GDP ratio 
reached	an	extremely	high	level,	171	percent	
of the GDP.44 Therefore, the Lebanese gov-
ernment can’t implement expansionary fis-
cal policies supporting the domestic industry 
soon. Firstly, the public debt should be dimin-
ished to sustainable levels before implement-
ing these expansionary fiscal policies. 

Source: IMF, International Financial Statistics

44	 For	the	data,	please	look	at:	Ministry	of	Finance,	Republic	of	Lebanon

Figure 10: Yearly Changes in Lebanon’s Exchange Rate (USD/LBP)

-100%

0%

100%

200%

300%

400%

500%

600%

19
51

19
54

19
57

19
6
0

19
6
3

19
6
6

19
6
9

19
72

19
75

19
78

19
8
1

19
8
4

19
8
7

19
9
0

19
9
3

19
9
6

19
9
9

20
0
2

20
0
5

20
0
8

20
11

20
14

20
17

20
20



Savaş Kaptan

28www.orsam.org.tr

Figure 11: Lebanon’s Import & Export Statistics (1989 – 2020)

Source: World Bank national accounts data, and OECD National Accounts data files.
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A developing economy in the region, Türki-
ye also has a chronic current account defi-
cit problem and has faced several currency 
shocks recently. Correspondingly, the Turkish 
government tried many times to reduce  im-
ports and increase  exports to control the cur-
rent account deficit. However, most of them 
were not successful because of delayed re-
sponses. Generally, prices continuously in-
creased in Türkiye,  and the exchange rate 
stayed the same under the fixed exchange 
rate regime, which made the foreign products 
cheaper relative to the domestic products. As 
a result, having a positive current account bal-
ance became an unattainable goal. 

When we historically analyze Türkiye’s trade 
statistics, it is seen that the trade balance 
has	been	negative	from	1987	to	2002	except	
for	 recessionary	 times	 (see	Figure	13).	 In	 this	

period, we see many massive currency de-
valuations along with this negative trade bal-
ance (see Figure 12). Since these devaluations 
have been made very frequently, the Turkish 
government has lost control of inflation, and  
prices have started to increase daily. There-
fore, the domestic industry could not gain an 
advantage from the devaluation because of 
increasing labor and raw material costs. 

After 2002, Türkiye  faced massive foreign 
currency	 inflows	along	with	 the	 IMF’s	stand-
by program and many economic-financial re-
forms. Even if the interest rates continually de-
creased, Turkish assets have attracted foreign 
investments thanks to the improved macro-
economic and fiscal outlook in the country. 
Not surprisingly, this foreign currency inflow 
prevented the domestic currency from  los-
ing value against the US dollar even though 
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the inflation rate was still high (see Figure 12).45 
As we mentioned above, this directly causes 
the domestic currency to be overvalued and 
deepens	 the	 trade	 deficit.	 In	 line	 with	 this	
claim, Türkiye faced enormous trade deficits 
in	 the	 2010s	 (see	 Figure	 13).	 In	 terms	 of	 the	
current account deficit to GDP ratio, a histori-
cal	record	has	been	broken	with	8.87	percent	
in 2011 according to the World Bank statistics. 

In	 the	 2010s,	 the	 foreign	 currency	 inflows	
slowed down and the Turkish Lira started to 
lose value against the US dollar (see Figure 
12). Besides, to accelerate economic growth, 
the Central Bank holds  interest rates at a very 
low level, which increases the exchange rate 
further. Afterward, as expected, the trade bal-
ance of Türkiye  started to improve due to the 
higher exchange rate and decelerating im-
ports. Even so, it turned out to be positive in 
2018 and 2019 because of the extreme deval-
uation	of		the	domestic	currency.	It	is	import-
ant to mention here that these devaluations 
caused  some damage to other economic 
dynamics while the trade balance improved. 
Especially, inflation has dramatically risen 
and expectations about the overall economy 
have worsened; therefore, investments have 
decreased. As we mentioned before, these 
types of uncontrolled devaluations are very 
harmful to the economy. To improve the trade 

45 	 For	the	inflation	statistics	of	Türkiye,	please	look	at:	World	Bank,	World	Development	Indicators.

balance, the currency should be devalued in 
a controlled way. 

Based on these developments, the Ex-
change-rate Protected Deposit policy has 
been implemented in 2021, which has re-
duced the demand for foreign currency and 
prevented the domestic currency from losing  
value. With the declining tension in the finan-
cial markets, Türkiye  is currently implement-
ing a policy that allows the currency to lose 
value in a controlled way. The Turkish govern-
ment aims to prevent the trade balance from  
deteriorating through an undervalued curren-
cy policy. 

All in all, we suggest the Turkish government 
follow this exchange rate policy without los-
ing control of inflation. Additionally, the lead-
ing sectors with  export potential should be 
supported with fiscal policies. They are mainly 
manufacturing companies, especially oper-
ating in the automotive, vehicle, machinery, 
and equipment industries. Türkiye  is one of 
the main suppliers of automobiles and their 
parts to  EU countries. Almost 25 percent of 
the total goods exported are made in these 
industries. This potential could be developed 
further. For example, with fiscal incentives, 
foreign car companies could be invited to the 
country to build new factories and increase 
production. 

45	 For	the	inflation	statistics	of	Türkiye,	please	look	at:	World	Bank,	World	Development	Indicators.
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Figure 12: Yearly Changes in Türkiye’s Exchange Rate (USD/TRY)

Source: IMF, International Financial Statistics

Figure 13: Türkiye’s Import & Export Statistics (1987 - 2020)

Source: World Bank national accounts data, and OECD National Accounts data files.
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A former African colony, Morocco also has a 
trade deficit problem ongoing for years. The 
country’s trade structure is somewhat similar 
to that of Türkiye. The country mainly imports 
petroleum products, vehicles, and machinery, 
which are the main sources of the trade deficit. 
When we look at its exports, the main products 
are fertilizers, vehicles, and textile products, 
which are slightly sophisticated products rela-
tive to other regional economies although not 
as much as Türkiye . 

With this structure, the country has been run-
ning  trade deficits for decades and has strug-
gled to permanently reduce this deficit,  even 
after  many import substitution and export 
incentive policies were implemented in the 
past.46 Looking at the historical developments 
in the trade balance, it is seen that there has 
been	 a	 trade	 deficit	 from	 the	 mid-1970s	 to	
2020, and it has been in an uptrend since then 
(see Fig. 15). Up to the mid-2000s, the deficit 
seems to have remained at a controlled level, 
but  afterward it soared to very high levels. 

Looking at the exchange rate developments, 
we see that they  stayed the same in the peri-
od	from	1950	to	1980	(see	Fig.	14).	Naturally,	af-
ter	1975,	the	country	started	to	run		huge	trade	
deficits. Following this deficit, consecutive de-
valuations happened in the period between 
1980 – 1985. After these devaluations, the 
trade deficit remained under control up to the 
mid-2000s. However, after 1985, the Moroccan 
dirham did not lose a remarkable amount of 
value against the USD, even if there were some 
minor upward and downward movements. 
Correspondingly, the trade deficit reached 
very high levels in the 2000s and 2010s. 

Also, decreasing the tariffs on imported goods 

46 	 For	 the	 details	 of	 these	 trade	policies,	 please	 look	 at:	Morocco	 -	 Industrial	 incentives	 and	 export	 promotion	 (English).	
Washington,	D.C.:	World	Bank	Group

47 	 Marion	Dovis,	Michael	Gasiorek,	Charles	Laitong,	And	Noreddine	Oumansour,	“Analysis	of	Morocco’s	Trade	Policy:	Impact	
of	Morocco’s	Tariff	Policy	on	its	Competitiveness”,	African Development Bank Group.

48 	 Patricia	Cohen,	“Growth	Slows	to	a	Crawl	as	War	and	Covid	Grip	the	Biggest	Economies”,	The New York Times, 1 May 2022. 

by the Moroccan government has contribut-
ed to this deficit in the 2000s and 2010s. Af-
ter becoming  a member of the WTO in 1995, 
the tariffs on all traded goods were reduced 
from	64	percent	 in	the	1990s	to	5	percent	 in	
the 2010s.47 Along with this transformation, 
signing free trade agreements and integra-
tion with the EU increased the consumption 
of foreign goods. Even if these trade agree-
ments helped the Moroccan industry to de-
velop, the EU countries gained more from 
this transformation by increasing their exports 
to Morocco more than Morocco’s exports to 
the	EU	countries.	Particularly,	Spain,	Italy,	and	
Germany increased their exports to Morocco 
in this period substantially and gained from 
this transformation.

Further, the economic growth of European 
economies currently has a declining trend, 
which means lower demand for imported 
goods.48 Normally, this will hurt Moroccan ex-
ports.	Indeed,	the	Euro		loses	value	against	the	
other currencies, which means less demand 
for foreign goods by the European countries 
in	the	future.	The	EURO		has	been	losing	val-
ue	against	 the	Moroccan	Dirham	since	2017.	
EUR/MAD	decreased	from	11.30	to	10.40	lev-
els, which is a substantial overvaluation for the 
Dirham. This is another negative impact on 
Moroccan exports. Briefly, the general picture 
of the country in the trade balance does not 
seem to improve soon unless the necessary 
policies are implemented by the government.

We first suggest monetary policies to prevent 
the overvaluation of the currency and  higher 
imports. Secondly, the Moroccan government 
could provide tax exemptions in the sectors 
producing electrical machinery equipment, 
automobiles, and their parts. Because these 
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sectors have important export potential. Their 
competitiveness could be enhanced by the 
government through these expansionary fiscal 
policies. On the other hand, since the public 
debt	 is	very	 high,	 reaching	 75	percent	 of	 the	

GDP in Morocco, tax exemptions could deteri-
orate the budget balance further. For this rea-
son, the government should impose taxes on 
importing foreign goods to alleviate the neg-
ative effects of tax exemptions on the budget.

Figure 14: Morocco’s Exchange Rate (USD/MAD)

Source: IMF, International Financial Statistics

Figure 15: Morocco’s Import & Export Statistics (1960 - 2020)

Source: World Bank national accounts data, and OECD National Accounts data files.
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This relationship between the exchange rate 
and trade balance was revealed for the select-
ed regions and countries above. For data avail-
ability reasons, we studied only the countries 
Algeria, Saudi Arabia, Egypt, Lebanon, Türkiye, 
and Morocco. We believe that the analysis of 
this sample of countries provides valuable in-
sights regarding the region’s trade outlook. 

The four region countries, Egypt, Lebanon, 
Türkiye, and Morocco as natural resource im-
port-dependent economies, have a chronic 
trade deficit problem. As one reason for that, 
we found that the previous exchange rate 
policies have been mostly unsuitable to the 

economic	conjuncture.	Generally,	they	could	
not prevent their currencies from  gaining val-
ue and protecting the competitiveness of the 
domestic industry. 

Differently from these countries, the oil ex-
porting economies of the region, Algeria and 
Saudi Arabia have relatively better trade per-
formances. Their trade balances are mostly 
in surplus thanks to their petroleum product 
exports. However, they are highly sensitive to 
external economic shocks, which sometimes 
turn the balance negative. When we exclude 
the export of petroleum products, they mostly 
cause  trade deficits. 
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Our analysis reveals that the positive trade bal-
ance of the MENA region in the 2000s turned 
negative in the late 2010s. Many regional 
countries currently suffer from the trade defi-
cit problem and do not have a well-designed 
exchange rate policy to solve it. Therefore, the 
policymakers in the region should immedi-
ately pay attention to this problem and take 
the necessary actions that we listed below. 
At this point, there is no doubt that the polit-
ical instabilities have contributed a lot to this 
situation , which is an unsolvable problem for 
the region. However, if the region’s economies 
have sound economic and financial struc-
tures, these political instabilities would not 
affect them that much. 

Also, according to the graphical analyses in 
the report, it is seen that the relationship be-
tween the exchange rate and the trade bal-
ance is obvious for Algeria, Egypt, Lebanon, 
Türkiye , Morocco, and Saudi Arabia. Even if 
the oil exporting countries have trade surplus-
es or lower deficits, they are exposed to some 
risks in the future. Since oil exporting MENA 
countries generally struggle to diversify their 

economic structures and their economies are 

heavily dependent on only petroleum prod-

ucts, any plunge in oil prices directly turns the 

balance negative. Therefore, they should try 

to transform their economic structures to re-

duce the vulnerability of their economies. For 

this transformation process, an undervalued 

competitive currency could provide addition-

al benefits, along with industry- supporting 

government policies. 

In	that	vein,	we	suggest	both	the	oil	exporting	

countries and others follow the China-type 

exchange rate policy-domestic currency de-

valuation-to improve their domestic industries 

and enhance export competitiveness. For de-

veloping economies like that in the MENA re-

gion, being cheaper is a necessity because it 

is hard to compete with the developed coun-

tries that have improved technology, infra-

structure, and qualified human capital. 

At this point, we should  mention that there 

is a limit to the devaluation. Significant deval-

uations cannot be implemented at the same 

time.  This sharply reduces the purchasing 

Soon, to control the trade deficit, currency devaluation 
policies are expected from the central authorities in the 
MENA region.

EVALUATIONS 
AND POLICY 
SUGGESTIONS ABOUT 
EXCHANGE RATE 
POLICIES
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power, and hence, the welfare of 
citizens. The devaluations could 
be done in a controlled fashion 
without losing control of the in-
flation, damaging the poor cit-
izens, or  creating sociological 
problems. 

Further, while implementing de-
valuation policies, the region’s 
countries should be careful not 
to create a diplomatic crisis with 
other countries and international 
trade organizations while imple-
menting trade protectionist pol-
icies. Controlling the exchange 
rate or manipulating the value 
of the domestic currency could 
turn into a war between coun-
tries, which is called  currency 
war currently.49 

In	 summary,	 we	 proposed	 that	
the economies of the region with 
chronic trade deficits devalue 
their currencies, but the question 
is:	how?	 	For	 the	 regional	coun-
tries that adopted a fixed ex-
change rate regime, it is so easy 
since the central bank could di-
rectly determine the exchange 
rate level by an announcement. 
For instance, China had a fixed 
exchange rate regime up un-
til 2005 and easily devalued its  
currency in the past, which has 
a great deal to do with the coun-
try’s current  trade performance. 
In	the	MENA	region,	Bahrain,	Jor-
dan, Lebanon, Oman, Qatar, Sau-
di Arabia, and the UAE have fixed 

49 	 Lucy	Meakin,	“Currency	Wars”,	Bloomberg, 12 August 2019. 

50 	 Kristina	Zucchi,	Gordon	Scott,	and	Suzanne	Kvilhaug,	“Top	Exchange	Rates	Pegged	to	
the	U.S.	Dollar”,	Investopedia, 18 August 2021. 

exchange rate systems.50 These 
countries could determine a 
competitive exchange rate lev-
el more easily relative to other 
countries. 

However, for flexible exchange 
rate regimes, the central bank 
uses some policy tools to ma-
nipulate	the	currency.	In	the	flex-
ible exchange rate regime, the 
most well-known policy tool to 
devalue the currency is reduc-
ing the policy rate of the central 
bank and increasing the money 
supply to devalue the domestic 
currency. Lowering the policy 
rate by the Central Bank directly 
decreases the value of the do-
mestic currency. The lower in-
terest rate of a currency makes it 
cheaper to borrow from domes-
tic banks, which means an in-
crease in the supply of domestic 
currency in the market. The rise 
in the supply directly devalues 
the domestic currency against 
the foreign currency. This opera-
tion	 is	called	 	 “monetary	expan-
sion”	 or	 “loose	monetary	 policy”	
in the literature. However, expan-
sionary monetary policies should 
be used carefully because they 
can be inflationary and cause 
market distortions when imple-
mented recklessly, especially 
in  inflationary economies in the 
MENA region.

Indeed,	 the	 central	 bank	 could	
intervene in the money market 
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by buying ample foreign currency in the mar-
ket to prevent foreign currency from  losing 
value against the domestic currency, which is  
a method that has been followed by China in 
the	 past.	 If	 the	 foreign	 currency	 supply	 rises,	
the foreign currency loses value against the 
domestic currency, which could  result in an 
overvaluation. 

On the other hand, there is no doubt that con-
trolling the exchange rate alone is not suffi-
cient to improve the domestic industry and 
export potential of firms in the region. This pol-
icy should be supported by fiscal policy. For 
instance, governments could give incentives 
for firms to create their brands and produce 
value-added goods, especially for firms in the 
infant industries. They could be tax exemp-
tions and credit support (through government 
banks) with a lower interest rate. However, 
these expansionary fiscal policies are suggest-
ed for countries with  a sustainable public debt 
level, like Saudi Arabia, Türkiye , and Algeria. 
Beyond any doubt, these expansionary fiscal 
policies are not suggested for highly-indebted 
countries like Lebanon, Egypt, and Morocco. 
Especially, Lebanon should immediately con-
trol its public debt which has reached alarm-
ingly  high level. 

Moreover, subsidies to the agricultural sector, 
which are  a highly common method to pro-
tect domestic agricultural production, could 
contribute to the trade balance of the region’s 
economies. Even developed countries imple-
ment this type of policy to support agricul-
ture and limit the import of agricultural prod-
ucts.	 In	 this	 respect,	we	 suggest	 that	Algeria	
should immediately give importance to cereal 
production such that  cereal imports reach a 
considerable level of nearly 3 billion USD each 
year. Currently, the country is aware of this 

51 	 Salima	Ettouahria,	“Development	of	the	cereal	sector:	Integrating	state-owned	companies”,	Algeria Invest, 30 May 2022. 

52 	 For	the	data,	please	look	at:	Eurostat	International	trade	in	goods	-	tariffs

problem and has some developmental plans 
in this sector.51 These plans should be imple-
mented as soon as possible. Egypt also has 
the same problem in the cereal sector, that 
causes a big deficit in the trade balance. Agri-
cultural development programs are needed to 
increase cereal production, which will remark-
ably decrease the trade deficit of Egypt. 

A conducive business environment is also  
needed to  enhance domestic production and 
export performance in the region. The mis-
management in the political and economic 
governance of regional countries creates vola-
tilities in the economic environment and badly 
affects foreign investments and hence capital 
accumulation, which are crucial for domestic 
companies to get bigger and more competi-
tive in the international markets.

Additionally, trade protectionist policies (tariffs 
and quotas) on final consumption goods could 
be implemented. Because even developed 
economies protect their domestic production 
through protectionist policies, and the Eu-
rostat statistics show that there has been  an 
increasing trend in the tariffs on consumption 
goods	since	2014.52 The consumption of goods 
imported only widens the deficit and does not 
have any positive effect on domestic produc-
tion.	If	the	MENA	region	countries	do	not	react	
to this global trend, their exports will decline 
further and imports will stay the same, which 
means more trade deficits in the future. Partic-
ularly, the regional countries with high public 
debt could benefit from these tariffs on final 
consumption goods to enhance their budget 
balances along with the trade balances, such 
as Lebanon. 

However, while governments in the region 
carry out trade protectionist policies, they 
should be careful. This could end up with 
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sanctions on the protectionist country, and the 
results could be devastating for the economy. 
Another drawback of tariffs and quotas is the 
welfare loss for  households because these 
limitations decrease the supply of goods and 
raise  prices. 

Last but not least, to reduce the trade defi-
cit, we suggest the region’s countries depend 
on energy imports, carry out energy-efficien-
cy	projects	 and	 reduce	 the	need	 for	 energy	
imports. Also, they should evaluate other 
sources for the energy deficit. The MENA re-
gion receives ample sunlight; therefore, it is 
highly suggested that they should invest in 
solar	 energy.	According	 to	 	 IRENA	 statistics,	
Türkiye has considerably increased its solar 
energy	production	 from	 194	GWh	 in	 2015	 to	
10,950 GWh in 2020.53 After that, Egypt made   
improvements in this area, increasing its so-
lar	energy	production	from	44	GWh	in	2015	to	
4453	GWh	in	2020.	These	developments	will	

53 	 For	the	data,	please	look	at:	International	Renewable	Energy	Agency	(IRENA),	Solar	Energy	

affect the trade balances of these countries 
very positively in the future. We suggest other 
regions’ economies follow the same path in 
terms of energy policies. 

In	a	nutshell,	we	can	conclude	that	the	trade	
balance, as the main part of the current ac-
count balance, matters a great deal to poli-
cymakers in the region. To gain a competitive 
advantage in trade and enhance the balance, 
many developed and developing countries 
fight each other to enhance exports and limit 
imports by implementing trade protectionist 
actions.	 In	 this	 respect,	we	propose	 that	 the	
central authorities of the region’s countries 
control the exchange rate level along with 
other economic policies supporting the do-
mestic industry. They should prevent their 
domestic currencies from  being overvalued 
against the currencies of their trade partners, 
which was one of the main reasons for the 
trade deficit in the region’s economies.

53 For	the	data,	please	look	at:	International	Renewable	Energy	Agency	(IRENA),	Solar	Energy	
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