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 Trade tensions have ratcheted up, sending the post-2004 Turkish lira spiraling to a record low.

 Global risk assets, especially emerging markets, fell in sympathy.
.

Trade tensions ratcheted up    
after President Donald Trump authorized the 
doubling of steel and aluminum tariffs on Turkey as 
a consequence of a diplomatic impasse over an 
imprisoned U.S. citizen. Consequently, the new 
post-2004 Turkish lira spiralled downward, hitting a 
record low versus the U.S. dollar and most other 
currencies. The lira has since recovered somewhat. 
However, it remains down approximately 40% for the 
year, while bond yields have shot up (yields move 
inversely to prices) and foreign currency reserves 
have contracted—pushing Turkey closer to the brink 
of a financial crisis. Global risk assets fell in 
sympathy, with protracted declines in emerging 
markets. On Wednesday, August 15, 2018, Turkey 
retaliated, doubling import taxes on U.S. goods. On 
Thursday, the lira rallied after Qatar announced a 
$15 billion funding package for Turkey. 

The situation in Turkey has rekindled concerns 
about the eurozone’s financial sector, sparking a 
selloff in bank stocks due to their exposures to 
Turkish loans. Europe’s biggest lenders have skin in 
the game, and regulators have warned that 
increased weakeness in the Turkish lira would lead 
to defaults on foreign loans. A weaker currency 
exacerbates conditions by making it more difficult for 
indebted Turkish companies to pay back loans 
denominated in foreign currencies. Turkish banks 
have to service roughly $7.6 billion in bonds by the 
end of next year. 

Our View 

Turkey represents only 1.5% of global gross 
domestic product and accounts for 0.8% of global 
equity-market capitalization (based on its 
representation in the MSCI ACWI Index). While 
Turkey’s crisis may be rippling through global 
markets, we do not foresee a major lasting 
disruption. 

Issues of this nature serve as valuable reminders of 
the importance of diversification. We believe that a 
diversified approach to portfolio construction can 
help limit the fallout from country- and region-specific 
shocks. It’s therefore important that investors 
carefully consider all investment options and make 
selections that suit their individual needs and goals. 

Background 

Turkey’s financial troubles predated the recent tariff 
threats; these were just the so-called straw that 
broke the camel’s back, sending the Turkish 
government into crisis-management mode.     
President Recep Tayyip Erdogan won re-election in 
late June, enabling him to consolidate his grip on 
Turkish institutions with new policymaking powers 
due to a 2017 constitutional referendum. He has 
demonstrated a disinterest in central-bank 
independence and tended to favor policies that 
prioritize domestic investment over financial stability. 
As a result, Turkey faces a high level of foreign debt, 
a large current-account deficit, and rising borrowing 
costs—all of which threaten to undermine Turkey’s 
financial system and economy. 

U.S. banks’ total risk exposure to Turkey (that is, 
claims, derivatives, guarantees and credit 
commitments) amounted to approximately $33 billion 
at the end of the first quarter of 2018, according to 
the Bank for International Settlements. U.S. banks 
have about 0.5% of their total foreign claims at risk 
in Turkey. 
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Our Portfolios
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SEI’s Emerging Markets Debt Fund held small 
overweights to Turkish debt and underweights to the 
Turkish lira.  

The SGIF Global Select Equity, SGMF European 
(Ex-U.K.) Equity Funds held small off-benchmark 
positions in Turkey.  

As for benchmark exposure, a 50/50 blend of the JP 
Morgan EMBI Global Diversified and JP Morgan 
GBI-EM Global Diversified Indexes held just over 4% 
in Turkish debt including 2.5% lira exposure as of 
July 31, 2018. Turkish companies made up roughly 
0.70% of the MSCI Emerging Markets Index and 
0.08% of the MSCI World Index.

                                                        
 

1
 Fund and benchmark exposures as of 31/07/2018. 

Source: SEI Data Portal, Bloomberg 

Fund Name 

Fund 
Exposure to 
Turkey (%) Benchmark Name 

Benchmark 
Exposure to 
Turkey (%) 

SGIF Global Select Equity          0.32  MSCI World Index           - 

SGMF Emerging Markets Debt          5.51  
50/50 JPM EMBI Global Div & JPM GBI 
EM Global Div          4.21  

SGMF Emerging Markets Equity          1.16  MSCI Emerging Markets Index          0.69  

SGMF European Ex- UK Equity          0.79 MSCI Europe ex UK Index             -    
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Index Definitions: 

MSCI ACWI Index: The MSCI ACWI Index is a market-capitalization-weighted index composed of over 2,000 
companies, and is representative of the market structure of 48 developed and emerging-market countries in North 
and South America, Europe, Africa and the Pacific Rim. The index is calculated with net dividends reinvested in 
U.S. dollars. 

MSCI Emerging Markets Equity Index: The MSCI Emerging Markets Index is a free float-adjusted market-
capitalization-weighted index designed to measure the performance of global emerging-market equities. 

MSCI World Index: The MSCI World Index is a free float-adjusted market-capitalization-weighted index that is 
designed to measure the equity market performance of developed markets. The MSCI World Index consists of 24 
developed-market country indexes. 

JP Morgan EMBI Global Diversified Index:  The JP Morgan EMBI Global Diversified Index is a total return, 
unmanaged trade-weighted index for U.S. dollar-denominated emerging-market bonds, including sovereign debt, 
quasi-sovereign debt, Brady bonds, loans and Eurobonds. 

JP Morgan GBI-EM Global Diversified Index: The JP Morgan GBI-EM Global Diversified Index tracks the 
performance of external debt instruments (including U.S.-dollar-denominated and other external-currency-
denominated Brady bonds, loans, Eurobonds and local-market instruments) in the emerging markets. 

Important Information  

Data refers to past performance. Past performance is not a reliable indicator of future results.

Investments in SEI Funds are generally medium- to long-term investments. The value of an investment and any 
income from it can go down as well as up. Investors may get back less than the original amount invested. 
Returns may increase or decrease as a result of currency fluctuations. Additionally, this investment may not be 
suitable for everyone. If you should have any doubt whether it is suitable for you, you should obtain expert advice.

No offer of any security is made hereby. Recipients of this information who intend to apply for shares in any SEI 
Fund are reminded that any such application may be made solely on the basis of the information contained in the 
Prospectus. This material represents an assessment of the market environment at a specific point in time and is 
not intended to be a forecast of future events, or a guarantee of future results. This information should not be 
relied upon by the reader as research or investment advice regarding the funds or any stock in particular, nor 
should it be construed as a recommendation to purchase or sell a security, including futures contracts.

In addition to the normal risks associated with equity investing, international investments may involve risk of 
capital loss from unfavourable fluctuation in currency values, from differences in generally accepted accounting 
principles or from economic or political instability in other nations. Bonds and bond funds are subject to interest 
rate risk and will decline in value as interest rates rise. High yield bonds involve greater risks of default or 
downgrade and are more volatile than investment grade securities, due to the speculative nature of their 
investments. Narrowly focused investments and smaller companies typically exhibit higher volatility. SEI Funds 
may use derivative instruments such as futures, forwards, options, swaps, contracts for differences, credit 
derivatives, caps, floors and currency forward contracts. These instruments may be used for hedging purposes 
and/or investment purposes.

While considerable care has been taken to ensure the information contained within this document is accurate and 
up-to-date, no warranty is given as to the accuracy or completeness of any information and no liability is accepted 
for any errors or omissions in such information or any action taken on the basis of this information.

This information is issued by SEI Investments (Europe) Limited, 1st Floor, Alphabeta, 14-18 Finsbury Square, 
London EC2A 1BR which is authorised and regulated by the Financial Conduct Authority. Please refer to our 
latest Full Prospectus (which includes information in relation to the use of derivatives and the risks associated 
with the use of derivative instruments), Key Investor Information Documents and latest Annual or Semi-Annual 
Reports for more information on our funds. This information can be obtained by contacting your Financial Adviser 
or using the contact details shown above.

SEI sources data directly from FactSet, Lipper, and BlackRock, unless otherwise stated.


