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WHY DID THE 
TURKISH LIRA FALL?
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THE
BLACKWELL
ADVANTAGE

BLACKWELL GLOBAL

Blackwell Global is a global brokerage, aiming to be 
the most trusted financial service provider. We are 
committed to transparency, integrity and service 
excellence.

Founded in 2010, we now have global presence in 
over 90 countries, with main offices in the separately 
regulated markets of Australia, Cyprus, New Zealand 
and the United Kingdom.

We believe that sound investment and trading decisions 
begin with a strong grounding in financial education. 
Our goal is to make this available to everyone - and this 
free eBook is part of that commitment. 

To find out more about Blackwell Global, please visit: 
www.blackwellglobal.com

blackwellglobal.com
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TURKISH
CURRENCY
WOES

FOREWORD

The markets have bee shaken by a dramatic fall in 
the Turkish lira. Concerns about Turkey falling into an 
economic crisis have rippled across the global markets.

The goal of this eBook is simple. We want you to 
understand why the lira has fallen - and what steps the 
Turkish government could take to stabilise the situation.

Patrick Latchford
CEO, Blackwell Global Investments (UK) Limited

blackwellglobal.com

http://blackwellglobal.com


PAGE 3

LIRA:
A SHARP
FALL

WHAT’S HAPPENED?

Since the start of 2018, the Turkish lira has significantly fallen in 
value. In fact, it’s fallen (at the time of writing) 35% against the US 
dollar.

The fall has been record-breaking. Lira recently dropped to a 
record low against the US dollar at 7.14.

So why has this happened to one of the world’s fastest-growing 
emerging economies?

Well, the answer is quite simple. The financial markets are anxious 
that Turkey is heading for an economic crisis.

Now, the reasons for a potential economic crisis are complex (we’ll 
explore the key themes later in this eBook). But what you need to 
know is that many foreign businesses and financial institutions are 
exposed should Turkey become unable to repay its debts.
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This is why we’ve seen volatility in the financial markets. Let’s 
explore the state of the Turkish economy is a little more detail.  

CENTRAL BANK INDEPENDENCE?

Usually, it’s the responsibility of a nation’s central bank to control 
inflation. 

Typically, this is done through monetary policy tools. To curb high 
inflation, the orthodox course of action is to increase interest 
rates.

Interest rates act as a ‘brake’ on economies that are overheating. 
Essentially, higher interest rates make it more expensive to borrow 
money - and provides an incentive to save.

This acts to reduce the money supply within an economy, reducing 
inflationary pressure in the process.

The Central Bank of the Republic Of Turkey hasn’t taken this 
action so far. It’s led to questions about the independence of the 
central bank - and the influence of Turkey’s President Erdogan. The 
Turkish head of state has publicly expressed his dislike for interest 
rates. 

At the time of writing, the Turkish interest rate stands at 17.75%. 
Even though this is comparatively high compared to other major 
economies, many economists think interest rates need to be hiked 
further to curb inflation.
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OTHER
EXTERNAL
INFLUENCES

While questions remain about the actions of the Turkish central 
bank, there are other factors which have dragged on the price of 
the lira.

FOREIGN DEBT

One of these factors is foreign debt. As we’ve mentioned, Turkey 
is an emerging market. This is reflected in its rate of economic 
growth. Because of this, the Turkish government and many Turkish 
businesses have secured foreign finance.

This means the Turkish government and many Turkish businesses 
hold debt in foreign currencies. Clearly, this is problematic 
considering the dramatic fall in the value of the lira.

As lira continues to depreciate against other currencies, Turkish 
entities will be at risk of not being able to repay their foreign debts. 
Some Spanish and Italian banks are exposed to this possibility.
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This dynamic has also panicked global stock markets, as investors 
dwell on the fact that Turkish entities could default on foreign 
debt. This was reflected in stock market volatility in August 2018.

Of course, this anxiety has applied further pressure on the Turkish 
lira, creating a vicious cycle.

US TRADE TARIFFS

Another reason why the Turkish lira has fallen concerns new US 
import tariffs on Turkish steel and aluminium.

In response to diplomatic tensions over the detention of a US 
citizen in Turkey, the US government has doubled its existing 
tariffs. Turkish aluminium now faces a 20% US import tariff, while 
Turkish steel faces a 50% US import tariff.

In response, Turkey has announced its own retaliatory tariffs on US 
products (120% tariff for cars and 140% on alcoholic drinks). It’s an 
unprecedented state of affairs between two NATO members.

This sudden increase in trade tensions with the US has only added 
to the market’s anxiety about Turkey’s economic prospects. Again, 
this has been reflected in a volatile stock market and the plunging 
price of lira.

SOLUTIONS FOR THE LIRA?

So how can Turkey stabilise the lira and avoid slipping into an 
economic crisis? The most obvious answer is for the Turkish 
central bank to increase interest rates. 
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However, it’s unlikely that we’ll see this happen. The approach 
adopted by the Turkish government and central bank is to ‘wait the 
crisis out’. It’s not a strategy many economists have confidence in.

Strict monetary and fiscal management is required in this situation. 
A good example of this comes from Argentina. Its central bank has 
regularly adjusted its interest rate to stabilise the peso. 

At this moment in time, it seems likely that the lira will continue to 
face severe downward pressure for the foreseeable future.
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READ
OUR FREE 
TRADING
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TAKE ME THERE
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WHY
BLACKWELL 
GLOBAL?

We can’t pretend that is easy to become a successful trader. But 
we are here to help and support you as you make your trading 
journey, providing dedicated resources such as our demo trading 
accounts and regularly published research materials.

Founded in 2010, Blackwell Global was established to offer 
brokerage solutions for private and institutional clients. Blackwell 
Global is a Straight Through Processing or STP broker who provide 
their clients with superior liquidity and price feeds from top 
international banks. These are offered alongside 24-hour technical 
support, market research tools, educational materials, professional 
partnership programmes and fully integrated trading platforms.

We offer access to multiple asset classes including more than 
60 currency pairs, precious metals and other contracts for 
differences. As a global broker, we are always striving to achieve 
excellence in our customer service, as well as developing 
innovative technology to support our customers needs.
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Today, the Blackwell Global group of companies has a presence in 
over 90 countries, with its main offices situated in the individually 
regulated markets of Australia, Cyprus, New Zealand and the 
United Kingdom.

To find out more about Blackwell Global please go to:

www.blackwellglobal.com

Or contact Customer Support:

Tel: +44 (0)203 695 0898
Email: cs@blackwellglobal.com

Risk Warning: Forex and CFDs are leveraged products and involve a high level of risk and can result 
in the loss of all your invested capital. 71% of retail investor accounts lose money when trading CFDs 
with Blackwell Global Investments (UK) Limited. Therefore, Forex and CFDs may not be suitable for 
all investors, so please consider your investment objectives, level of experience, financial resources, 
risk appetite and other relevant circumstances carefully. Seek independent advice if necessary. 
Please consult our full risk disclosure and make sure you understand the risks before entering any 
transaction with Blackwell Global Investments (UK) Limited.

Disclaimer: The report provided by Blackwell Global Investments (UK) Ltd is meant for informative 
reading and should not be relied upon as a substitute for extensive independent research and is 
no guarantee of a successful trading outcomes. The opinions expressed in this eBook are do not 
take into account any particular individual’s investment objectives, financial situation, or needs, 
and should not be interpreted as financial advice nor an encouragement to trade any investment 
product.

blackwellglobal.com

http://www.blackwellglobal.com
mailto:cs%40blackwellglobal.com?subject=
http://blackwellglobal.com

