
The
Turkish 
Coup

The failed coup in Turkey has led to the detention or suspension 

of large numbers of soldiers, police, judiciary and teachers; a travel 

ban has been imposed on around 5% of the population; and a state 

of emergency has been introduced which effectively legitimises 

presidential rule by decree. All this is in response to the assertion 

that followers of Fethullah Gulen, who is accused by the Turkish 

President (Erdogan) of fomenting the coup, have in! ltrated all 

levels of Turkish society. The implication is that all those accused 

have had some hand in the botched actions of Friday, July 15.

The Turkish authorities have demanded the extradition of Gulen 

from the US, where the 77-year old cleric has lived for many years. 

The US has asked for evidence of involvement in the plot before it 

will take any of the allegations seriously. It is impossible to know 

who was responsible for the coup, but it is clear that the President 

is using it as an excuse to tighten his grip on the levers of power. 

Historically, the position of President was largely ceremonial, but 

Erdogan, who was barred by the Constitution from seeking a further 

term as prime minister, has succeeded in forcing through changes 

which effectively allow him to run the country. The current dif! culties 

are allowing him to further entrench his position while simultaneously 

rooting out opposition.

Markets have responded negatively, with equities and the currency 

falling sharply. The independence of the Central Bank has also been 

called into question after the replacement of its previous head by a 

political appointee, amidst comments that increasing rates to defend 

the country was unpatriotic. It is perhaps unsurprising that most 

ratings agencies have already downgraded the country’s debt to a 

level below investment grade. With the rest expected to follow 

shortly, Turkey is vulnerable to the withdrawal of international credit 

which has been fuelling its expansion in recent years. Historically 

such episodes have been associated with major falls in ! nancial 

markets when expressed in US dollar terms.

Turkish business is in a quandary. In previous episodes of strife, many 

corporations stood against Erdogan for liberal economics and reform. 

In general, they support the Western-facing values which are typical 

of European Turkey, but not shared widely in the Anatolian hinterland. 

There was sporadic evidence that corporations were rapped over the 
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Erdogan once said that 

democracy for him is a 

bus ride. “Once I get to 

my stop, I’m getting off.”

King Abdullah of Jordan
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knuckles, perhaps by the loss of government contracts, but no lasting damage was done. There must be concern 

now that those seen as hostile to Erdogan and his goals could ! nd themselves more seriously disadvantaged. Some 

large family-owned conglomerates are probably too large to embroil, but there will be many mid-sized or smaller 

corporates which could be affected. In the meantime, the banking sector has been hard hit by the market decline 

and it is likely that credit conditions for companies will tighten.

Economically, Turkey does not matter that much. Its signi! cance in global affairs is primarily geopolitical, standing 

as it does at the crossroads of the Middle East. So far there has been no restriction of access to Turkish air bases 

which are used by NATO allies ! ghting ISIS, but should relations with the US deteriorate over the Gulen affair, 

Erdogan’s previous ambivalence to ISIS might change this equation.

In the longer run, Turkey looks set for a more authoritarian future with a populist intolerant leader freshly rebooted. 

This is likely to degrade investor faith in economic management and commitment to reform – membership of the 

EU looks further away than it has for a generation. For investors, Turkey has always been a balance between potential 

and politics. The possibilities for the country have always been bright, with a young, highly-educated, outward-

looking population in a secular state. The politics have always been the Achilles heel – things have never quite turned 

out as well as they should. More recently, the appeal by Erdogan to baser instincts in the populace has found traction 

and led to a campaign against the Kurds, and the treatment of all who disagree with him, as terrorists. Combine that 

with attempts to overrule the judiciary and to emasculate the military, who regard themselves as the guardians of 

secularism, and you have a recipe for great volatility in markets.

Guardcap Asset Management Limited (“Guardcap”) is the U.K. af! liate of Guardian Capital LP and acts as a sub-

advisor to several Emerging Markets and Fundamental Global Equity strategies offered by Guardian. Guardcap exerts 

a rigorous set of criteria before investing in companies, and it is this discipline that has kept Guardcap out of any 

investments in Turkey, regardless of the availability of attractive companies. This view is two-fold, it re" ects a concern 

that historically politics have trumped potential and secondly, that the underlying macro picture is now so poor that 

it is hard to imagine investing there in the absence of a much larger market decline and a substantial lessening of 

political risk.
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