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Turkey: Re-pricing or a Funding Crisis? 

The worst selloff in emerging-market currencies in five years is beginning to reveal the extent of the fallout 

from the Federal Reserve’s tapering of monetary stimulus.  Compounded by political and financial instability, the 

Turkish Lira (TRY) depreciated to a record level of 2.39 Lira per USD on the morning of January 27th, prompting the 

Central Bank of Turkey (CBT) to call an emergency monetary policy meeting.  Analysts expect CBT to announce a 

significant rate hike at 5:00pm EST on Tuesday January 28th. 

Investors are losing confidence, withdrawing investments, and extending the currency-market rout triggered 

last year when the Fed first signaled it would scale back stimulus. While Emerging Markets were the engines of global 

growth following the financial crisis in 2008, they may now pose a threat to world financial stability.  The negative 

impact on world markets stems from fears of a once ‘virtuous’ EM credit cycle turning ‘vicious’.  As investors begin to 

anticipate tighter liquidity and higher US interest rates, global carry trades and investments in emerging markets are 

unwound.  As foreign capital flees local emerging markets, foreign exchange reserves (USD, Euro, and Yen) begin to run 

out and interest rates become the government’s primary momentary policy tool.  As EM central banks raise interest 

rates to protect/stabilize the value of their currencies, local consumers and businesses can face a higher cost of capital, 

credit deleveraging, and slower economic growth.  The International Monetary Fund now predicts that the 2014 growth 

advantage of emerging markets over advanced economies will shrink to the smallest spread since 2001.  It remains to be 

seen whether or not slower growth and currency risk in select Emerging Markets can derail the economic recovery 

gaining momentum in the US, Europe, and Japan.   

Coming out of their most recent monetary policy meeting on January 21st, the Central Bank of Turkey did not 

change policy rates or any other parameters such as the reserve requirement ratio and reserve option coefficients.  

Instead, it added a ‘virtual’ funding rate of 9.0% - a rate it will target for interbank lending on ‘additional monetary 

tightening’ days.  With this move, the CBT’s declared intention for 2014 of ‘more predictability’ seems no longer 

relevant; short term rates can now fluctuate even more widely than under the previous framework.  This “virtual rate 

hike” on January 21st may have added to market concerns that the CBT is politically constrained in its policy choices.  

The move appears to be designed to avoid an outright rate hike, which the government had publically rejected in the 

run up to the meeting.   

The CBT may be hesitating to act on what they call politics-driven Lira weakness for two reasons. First, the 

CBT might be thinking that a 50bp or 100bp hike, initially, might stabilize the currency, but there is no guarantee that 

further complications in the political scene would not result in further weakness in the currency and essentially cause 

the rate hike to be ‘wasted’ (a political corruption probe was launched on December 17th, leading to the resignation of 

three cabinet members and eight MPs from the ruling party, the probe has now spread into key growth sectors).  

Second, the CBT might be thinking that the political scene might cool of soon and that a rate hike might lead to an 

unnecessary economic slowdown.  Investors are concerned that further delays might require even more aggressive 

tightening later this year.   

Foreign investors have approached Turkey with caution due to its sizable external funding needs.  Turkey’s 

current account deficit is one of the largest in EM at around US $60B per year, which is 7.3% of GDP in 2013.  Hence, 

on average, US $5B in external financing is needed every month just to finance the C/A deficit.  Even a likely 

moderation of the C/A deficit in 2014 on account of weaker growth and a weaker Lira would be unlikely to bring the 

average monthly C/A deficit far below US $4B.  Not included in the estimated financing needs, are the still-large 

portfolio positions in the Turkish local bond and equity markets.  A potential reversal of these past inflows could add 

significantly to FX demands, Lira weakness, and investment losses.  The foreign share of local bonds is fairly large at 

around 22% or US $51B (vs. 25% in May).  Meanwhile, foreign ownership of equities (approximately US $55B) declined 

to 62%, from 66% in May. 
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Given large external funding needs and significant FX balance sheet mismatches in the corporate sector, the 

Turkish Lira (TRY) could face persistent pressure in 2014.  Political uncertainty seems to have made Turkish households 

turn cautious on TRY as well; they are no longer selling their FX deposits into TRY weakness, but have been adding to 

FX savings instead.   

Ultimately, lower domestic demand (i.e. slower growth) may be the main driver of any meaningful C/A 

adjustment.  Put differently, the TRY exchange rate is not ‘self-stabilizing’ in the way that depreciation would lead to 

C/A adjustment via rapid export growth (Turkey is not an export economy so the TRY will have to re-appreciate via less 

imports).  Thus far, there have been no indications of any debt rollover problems, supporting the CBT’s view that 

Turkey is facing a re-pricing (i.e. rolling over debt at higher interest rates) and is far from any funding crisis (i.e. an 

unwillingness of foreigners to roll over debt).  

Turkey is ranked 2nd in valuation, 7th in fundamentals, 31st in momentum, and 32nd in risk.   

Forward Price-to-Earnings and Price-to-Book Value multiples have reached levels similar to those seen in August 2013 

and November 2011, but not levels seen in October 2008. 

 Turkey trades at 8.7x forward earning (and hit 7.9x PE Dec 27th) vs. 8.1x forward earnings in August 2013 and 

7.3x forward earnings in Nov 2011. 

 Turkey trades at 1.5x Book Value (and 1.34x BV on Dec. 27th) vs. 1.35x BV in August 2013 and 1.32x BV in 

Nov 2011. 

 Turkey trades at a 16% discount to the Emerging Market Index P/E, versus a 5-year average discount of 12% 

and a 10-year average discount of 10%. 

 The PBV multiple at a 2% discount to EM, versus 5 and 10 year average discounts of 3% and 10%, respectively.  

 Turkey traded at 3.6x forward earnings and 0.7x BV in Oct 2008.  

Turkey Pros: Turkey Cons: 

 Current Internal Growth Rate of 12.7% (2nd best) 

 Return on Equity equal to 16.6% ( 2nd best) 

 5 year average P/E = 10.0x (2nd best) 

 Trailing P/E = 8.7x (2nd best) 

 ROE over Forward PE = 1.9x, 2nd out of 32 countries 

 FX Valuation 2 standard deviations better than the 32 

country average  

 FX Competiveness 3 standard deviations better than 

the 32 country average 

 

 -8.9% return over the last 3 months (worst country) 

 -10.9% return over the last 6 months (3rd from last) 

 -13.4% return over the last 12 months (3rd from last) 

 16.3% change in CDS (2nd from last) 

 18 Month Beta of 1.7 

 Political Risk is 1.8 standard deviations worse than the 

32 country average (worst country) 

 Semi standard deviation has increased +10.2%, almost 

3 standard deviations above the 32 country average 

 Fundamental rank has dropped from 2nd to 7th  

 In conclusion, Turkey may struggle to realize the upside of its inherent value until political uncertainty and 

currency volatility abate.  Watch for momentum and risk rankings to confirm that Turkey’s fundamentals are firm and 

earnings multiples are ready to expand.  Still, for long-term investors Turkey could represent a relatively aggressive 

opportunity to gain exposure to some of the primary drivers of positive equity performance, attractive value and strong 

fundamentals.   
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