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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. 

 We do not foresee a major disruption for U.S. investors; Turkey only accounts for 0.8% of global equity-
market capitalization and only 0.5% of U.S. banks’ total foreign claims. 

.

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 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
1
  

 
SEI’s Emerging Markets Debt Funds (SIIT and SIT) 
held small overweights to Turkish debt and 
underweights to the Turkish lira.  

Our Emerging Markets Equity Funds (SIIT and SIT), 
our SIIT World Equity Ex-US and SIIT Screened 
World Equity Ex-US Funds) held small overweights 
to Turkey. 

The SIT International Equity Fund held small off-
benchmark positions in Turkey. 

Exhibit 1: Turkey: Fund vs. Benchmark 

 

 

 

 

 

 

 

 

                                                        
 

1
 Fund and benchmark exposures as of 7/31/2018. 

Source: SEI Data Portal, Bloomberg 

                                                                                  
As for benchmark exposure, a 50/50 blend of the JP 
Morgan EMBI and GBI Emerging Market Debt 
Indexes held just over 4% in Turkish debt and 2.5% 
lira exposure as of July 31, 2018. Turkish companies 
made up roughly 0.70% of the MSCI Emerging 
Markets Equity Index, 0.17% of the MSCI ACWI ex-
USA Index, and 0.08% of the MSCI World Index. 

Fund Name 
Fund 
Exposure (%) Benchmark Name 

Benchmark 
Exposure (%) 

SIIT Emerging Markets Debt 
Fund          5.70  

50/50 JPM EMBI Global Div & JPM GBI 
EM Global Div          4.22  

SIIT Emerging Markets Equity          0.96  
MSCI EFM (Emerging+Frontier Markets) 
Index (Net) (USD)          0.68  

SIIT World Equity Ex-US Fund          0.25  MSCI ACWI ex-USA (Net) (USD)          0.17  

SIMT Multi-Strategy Alternative 
Fund          0.12  

ICE BofAML US 3-Month Treasury Bill 
Index (USD)             -    

SIT Emerging Markets Debt 
Fund          5.56  

50/50 JPM EMBI Global Div & JPM GBI 
EM Global Div          4.22  

SIT Emerging Markets Equity 
Fund          1.17  

MSCI Emerging Markets Index (Net) 
(USD)          0.69  

SIT International Equity Fund          0.01  MSCI EAFE Index (Net) (USD)             -    

SIT International Fixed Income 
Fund         (0.13) 

Bloomberg Barclays Global Aggregate 
ex-USD Index, Hedged (USD)          0.00  

AMT Tactical Offensive Equity          0.07  
Bloomberg Barclays Global Aggregate 
ex-US Index, Hedged (USD)          0.07  

AMT Tactical Offensive Fixed 
Income          0.63  

Bloomberg Barclays US Aggregate Bond 
Index (USD)          0.47  



© 2018 SEI                                                                                                                                                                3 

Index Definitions: 
 
Bloomberg Barclays US Aggregate Bond Index: The Bloomberg Barclays US Aggregate Bond Index is a 
benchmark index composed of U.S. securities in Treasury, Government-Related, Corporate and Securitized 
sectors. It includes securities that are of investment-grade quality or better, have at least one year to maturity and 
have an outstanding par value of at least $250 million. 
 
ICE BofAML US 3-Month Treasury Bill Index: The ICE BofAML US 3-Month Treasury Bill Index is an 
unmanaged market index of U.S. Treasury securities maturing in 90 days that assumes reinvestment of all 
income. 
 
JP Morgan EMBI Index:  The JP Morgan EMBI 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 emerging market debt indexes: The JPMorgan EMBI 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. 
 
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 ACWI ex-USA Index: The MSCI ACWI ex-USA Index includes both emerging-market countries and 
developed markets, excluding the United States. 
 
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 EFM (Emerging+Frontier Markets) Index: The MSCI Emerging + Frontier Markets (EFM) Index captures 
large and mid-cap representation across 24 Emerging Markets (EM) countries and 29 Frontier Markets (FM) 
countries*. With 1,252 constituents, the index covers approximately 85% of the free float-adjusted market 
capitalization in each country. 
 
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. 
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Important Information 
 
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 and is intended for educational purposes only.  

There are risks involved with investing, including loss of principal. Diversification may not protect against market 
risk.  International investments may involve risk of capital loss from unfavorable fluctuation in currency values, 
from differences in generally accepted accounting principles or from economic or political instability in other 
nations.  Emerging markets involve heightened risks related to the same factors as well as increased volatility and 
lower trading volume. These risks may be magnified further with respect to “frontier market countries,” which are a 
subset of emerging market countries with even smaller national economies.     
 

For those SEI Funds which employ the ‘manager of managers’ structure, SEI Investments Management 
Corporation (SIMC) has ultimate responsibility for the investment performance of the Funds due to its 
responsibility to oversee the sub-advisers and recommend their hiring, termination and replacement.  

SEI Investments Management Corporation (SIMC) is the adviser to the SEI funds, which are distributed by SEI 
Investments Distribution Co (SIDCo). SIMC and SIDCo are wholly owned subsidiaries of SEI Investments 
Company.  
 

To determine if the Funds are an appropriate investment for you, carefully consider the investment 
objectives, risk factors and charges and expenses before investing. This and other information can be 
found in the Funds’ summary and full prospectuses, which may be obtained by calling 1-800-DIAL-SEI. 
Read it carefully before investing. 
 

Information provided by SEI Investments Management Corporation, a wholly owned subsidiary of SEI 
Investments Company. Neither SEI nor its subsidiaries is affiliated with your financial advisor.  

 
 
 
 
 
 
 
 


