
  

 
 

 
Turkish turmoil: When liquidity tightens, idiosyncratic problems can 
trigger systemic moves. 
 

Turkey is in a genuine currency crisis. The lira fell 30% over 3 days. Fundamentally speaking, the reason for the 
Turkish meltdown is primarily a large current account deficit (6% of GDP) and reliance on outside capital. Markets 
don’t care as long as liquidity stays abundant, but are turning toxic when global liquidity dries up due to higher 
interest rates, the Fed’s balance sheet shrinks and the US Dollar strengthens. Making things worse, there are 
serious doubts about policymakers’ ability to correctly assess what kind of storm is currently brewing and how to 
deal with it. Adding to the pain, a dispute between Washington and Ankara around the arrest of a US pastor in 
Turkey has prompted Trump to impose additional tariffs on Turkey this week – altogether, we have a perfect storm.  

The key question from an investor perspective: Is there a systemic element to the Turkish turmoil? According to Mr. 
Market this is indeed the case, as it helped push US 10-year government bond yields below 2.90%, spilled over to 
other Emerging Market (EM) countries and triggered a weekly loss in the S&P 500 for the first time in six weeks. As 
the global liquidity tide is turning and markets are toppish, investors all of the sudden stop ignoring Turkish 
problems that have been known for quite some time. Moreover, the drying up of global US Dollar liquidity is not 
only a problem for Turkey, but also for EMs as a whole. EM countries are by-and-large dependent on outside 
“capital sponsors” given the shortfalls in EMs own financial systems. Moreover, in the case of Turkey, some of 
these sponsors are not that far away: The ECB is reportedly becoming worried about EU bank exposure to Turkey. 
So as the root cause behind Turkey’s problems is global liquidity drying up, the country’s predicament 
also is a symptom of the structural headwinds to risk appetite. These liquidity headwinds are unlikely to 
abate in the near future, confirming our cautious view on risk assets for H2 2018. Equity investors should 
stay defensive. For fixed income investors, the attractiveness of core fixed income (especially US Treasuries) is 
constantly improving.  

 

 

 



 
  

 

Nordea Asset Management is the functional name of the asset management business conducted by the legal entities Nordea Investment Funds S.A. and Nordea Investment Management AB 
(“the Legal Entities”) and their branches, subsidiaries and representative offices. This document is intended to provide the reader with information on Nordea’s specific capabilities. This 

document (or any views or opinions expressed in this document) does not amount to an investment advice nor does it constitute a recommendation to invest in any financial product, 

investment structure or instrument, to enter into or unwind any transaction or to participate in any particular trading strategy. This document is not an offer to buy or sell, or a solicitation of an 
offer to buy or sell any security or instruments or to participate to any such trading strategy. Any such offering may be made only by an Offering Memorandum, or any similar contractual 

arrangement. Consequently, the information contained herein will be superseded in its entirety by such Offering Memorandum or contractual arrangement in its final form. Any investment 
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independent financial advisors when deemed relevant by the investor. Any products, securities, instruments or strategies discussed in this document may not be suitable for all investors. This 
document contains information which has been taken from a number of sources. While the information herein is considered to be correct, no representation or warranty can be given on the 
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discuss with their professional tax, legal, accounting and other adviser(s) with regards to the potential effect of any investment that they may enter into, including the possible risks and benefits 
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significant fluctuations which may affect the value of an investment. Investments in Emerging Markets involve a higher element of risk. The value of the investment can greatly 
fluctuate and cannot be ensured. Investments in equity and debt instruments issued by banks could bear the risk of being subject to the bail-in mechanism (meaning that equity 

and debt instruments could be written down in order to ensure that most unsecured creditors of an institution bear appropriate losses) as foreseen in EU Directive 2014/59/EU. 

Nordea Asset Management has decided to bear the cost for research, i.e. such cost is covered by existing fee arrangements (Management-/Administration-Fee). Published and created by the 
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investments mentioned within this document should not be construed as a recommendation to the investor to buy or sell the same, but is included for the purpose of illustration. The level of tax 
benefits and liabilities will depend on individual circumstances and may be subject to change in the future. © The Legal Enti ties adherent to Nordea Asset Management and any of the Legal 
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