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Talkin’ Turkey
In recent weeks, the market’s attention has shifted from concerns over trade to the
potential contagion risk associated with the growing economic crisis in Turkey. The
Turkish stock market has slipped over 25% year to date, credit investors are fleeing
the country in droves and the currency experienced a freefall. This week we take a
closer look at the unfolding crisis.






Turkey’s inflation rate has been running well within the double-digit range
for all of 2018. In July, the annual inflation rate increased to 15.9%, the
highest rate since January of 2004. Inflation has been driven by several years
of easy monetary and fiscal policies, and now a weaker currency will only
serve to accelerate the advance in consumer prices given the country’s
dependence on imports.
The market’s primary concern is that a worsening crisis may result in a
default, which would negatively impact financial institutions holding Turkish
debt. Last week, the ECB cautioned that various banks within the EU had
significant exposure to the Turkish market. French, Spanish and Italian
banks' total exposure to Turkey amounts to ~2% of GDP (Canadian and US
banks have very limited exposure).
The Turkish stock market has clearly broken down from a technical
perspective with price action in absolute terms below a key support level.
Further, the index has downward-sloping 50- and 200-day moving averages
indicative of the bearish momentum dynamics. From a valuation
perspective, the market trades one standard deviation below its long-term
average on both a price-to-book and price-to-earnings basis.
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potential contagion risk associated with the growing economic crisis in Turkey. The
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the country in droves and the currency experienced a freefall. This week we take a
closer look at the unfolding crisis.

Economic Facts about Turkey


Following a financial crisis in the 1990s the government implemented a
number of reforms that brought inflation under control, increased
employment and restored investor confidence.



Prior to the global financial crisis, Turkey was one of the fastest growing
economies in the world. Last year, the Turkish economy grew 7.4% annually.



Turkey is the 18th largest economy in the world and its GDP value represents
1.4% of the world economy.



Turkish GDP per capita adjusted by purchasing power was US$29.1k, or 35%
below the EU average in 2017



Turkey ran a current account deficit of 5.5% of GDP in 2017 making the
country heavily reliant on foreign capital. The latest data show that the
country has a negative balance equivalent to about 7.3% of GDP. Further,
Turkey has foreign currency denominated debt equivalent to 40% of its GDP
making it vulnerable to capital outflows.

Turkish Annual Inflation Rate

Turkish Current Account

The Crisis
Turkey’s inflation rate has been running well within the double-digit range for all of
2018. In July, the annual inflation rate increased to 15.9%, the highest rate since
January of 2004. Inflation has been driven by several years of easy monetary and
fiscal policies, and now a weaker currency will only serve to accelerate the advance in
consumer prices given the country’s dependence on imports.
Typically, during periods of high inflation a country’s central bank would reduce the
money supply by raising interest rates. However, President Recep Tayyip Erdogan
and his son-in-law Berat Albayrak, now Treasury and Finance Minister, have failed to
act. The market had anticipated the central bank to take action in July to arrest the
rapid advance in consumer prices. However, the unwillingness of the central bank to
act has put additional pressure on the Turkish lira exacerbating the financial stress in
the country. Further, at the time when the bank failed to act, Albayrak said, “We will
see inflation and interest rates decline in the coming period.” This comment was a
real headscratcher given what we know about the relationship between inflation and
interest rates. Central banks must first break the back of inflation by raising interest
rates followed by a reduction in rates once conditions are warranted.
Adding to the confusion, President Erdogan gave himself the lone power to name the
new governor of the central bank, ensuring continued policy uncertainty in the near
term. Investors are now fleeing Turkey as policy makers appear unwilling to squash
runaway inflation that surely will deepen the financial crisis within the domestic
economy.

Source: Bloomberg, Raymond James Ltd.
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…but not as Bad as the Lira!

Source: Bloomberg, Raymond James Ltd.

The Concern
The market’s primary concern is that a worsening crisis may result in a default, which
would negatively impact financial institutions holding Turkish debt. Last week, the
ECB cautioned that various banks within the EU had significant exposure to the
Turkish market. French, Spanish and Italian banks' total exposure to Turkey amounts
to ~2% of GDP (Canadian and US banks have very limited exposure). Further, a loss of
investor confidence may freeze Turkey out of raising capital to refinance debt
maturities. The country required about US$200 bln annually to finance its current
account deficit and maturing debt. The crisis has also caused investors to sell other
emerging markets assets, which has disrupted financial markets.
Turkish Debt by Interest & Principal Payment…

Source: Bloomberg, Raymond James Ltd.

…Debt by Currency Denomination
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What to Do
It’s unclear whether the Turkish central bank will take decisive action to fend off a
deepening domestic financial crisis. The Turkish stock market has clearly broken
down from a technical perspective with price action in absolute terms below a key
support level. Further, the index has downward-sloping 50- and 200-day moving
averages indicative of the bearish momentum dynamics. From a valuation
perspective, the market trades one standard deviation below its long-term average
on both a price-to-book and price-to-earnings basis; however, we note the market
was at larger extremes during the global financial crisis. Given the political and
monetary policy uncertainty and negative price momentum, we believe these factors
outweigh the attractive valuation levels.
Borsa Istanbul 100 Index Price to Book…

Source: Bloomberg, Raymond James Ltd.

iShares MSCI Turkey ETF (TUR-US)

Source: Stockcharts.com

…And Price to Earnings Ratio

Weekly Trends

August 17, 2018 | Page 5 of 5

Important Investor Disclosures
Complete disclosures for companies covered by Raymond James can be viewed at: https://www.rjcapitalmarkets.com/Disclosures/Index.
This newsletter is prepared by the Private Client Services team (PCS) of Raymond James Ltd. (RJL) for distribution to RJL’s retail clients. It is not a
product of the Research Department of RJL.
All opinions and recommendations reflect the judgement of the author at this date and are subject to change. The author’s recommendations may
be based on technical analysis and may or may not take into account information contained in fundamental research reports published by RJL or its
affiliates. Information is from sources believed to be reliable but accuracy cannot be guaranteed. It is for informational purposes only. It is not
meant to provide legal or tax advice; as each situation is different, individuals should seek advice based on their circumstances. Nor is it an offer to
sell or the solicitation of an offer to buy any securities. It is intended for distribution only in those jurisdictions where RJL is registered. RJL, its
officers, directors, agents, employees and families may from time to time hold long or short positions in the securities mentioned herein and may
engage in transactions contrary to the conclusions in this newsletter. RJL may perform investment banking or other services for, or solicit
investment banking business from, any company mentioned in this newsletter. Securities offered through Raymond James Ltd., Member-Canadian
Investor Protection Fund. Financial planning and insurance offered through Raymond James Financial Planning Ltd., not a Member-Canadian
Investor Protection Fund.
Commissions, trailing commissions, management fees and expenses all may be associated with mutual funds. Please read the prospectus before
investing. Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated. The results presented
should not and cannot be viewed as an indicator of future performance. Individual results will vary and transaction costs relating to investing in
these stocks will affect overall performance.
Information regarding High, Medium, and Low risk securities is available from your Financial Advisor.
RJL is a member of Canadian Investor Protection Fund. ©2018 Raymond James Ltd.

