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The Signal & The Noise

Amidst the quiet in financial markets that is characteristic of dog days of summer, the middle of August saw a pickup in 
volatility against a downshift in sentiment. The primary catalyst for this latest bout of investor angst was turmoil in Turkey 
and concerns that this was simply patient zero in a contagious spread of crises across Emerging Markets (EM) and the rest 
of the globe.

While it has been the case in the past that a crisis in one emerging market economy can create crises in others, the current 
situation has little in common with the Asian currency crisis of 1998 or fallouts from 2013’s “taper tantrum”. Most EM 
economies have taken steps over the last two decades, with the notable exceptions of Turkey and Argentina, to increase 
currency reserves, decrease current account deficits, and reduce their dependence on foreign funds. All of these shifts serve 
to reduce, if not mitigate, the risks of a small crisis spilling over borders to become a large one. 

Notwithstanding the amount of ink spilled, the Turkish economy is relatively small (accounting for 1% of global output) 
with limited significance outside its own borders (it buys just 1% of global traded goods and operates outside of the Eu-
ropean Union and Eurozone). There are risks for European banks holding Turkish loans, but they are far from a threat 
to their solvency, let alone of a scale that could cause systematic issues that would affect the fundamental strength of the 
global economy as a whole.

Once again, this serves to emphasize the importance of being able to differentiate between the noise in the marketplace 
(those headline-driven swings in market sentiment that cause deviations around the underlying trends) from the signals or 
underlying trends themselves which are underpinned by macro and market fundamentals.

The recent market spasm represented noise for broader global markets — much the same way the concerns about Italian 
politics did in the spring, the Brexit vote of 2016, the Chinese currency devaluation in 2015, the Crimean crisis in 2014, 
and the Greek debt crisis in 2012/13 among many others have throughout this cycle. The underlying signals actually re-
main sanguine and constructive for equity markets, with global growth continuing at a decent pace in spite of the ongoing 
political uncertainty while inflationary pressures remain generally benign and financial conditions easy. 

Against this, however, the risks associated with interest rates, which have the potential to change the signals in the mar-
ket, are becoming more prominent. Policymakers are increasingly removing monetary stimulus, which in turn is putting 
upward pressure on global interest rates. Higher rates can mean an increased cost of capital that can restrain business 
investment and weigh on economic growth. As well financial intermediaries generally borrow short-term and lend long-
term which makes it possible for credit to be choked off by an inverted yield curve (where short-term rates are higher than 
long-term rates) resulting from central banks driving up front-end rates. This would eventually stifle demand and negative-
ly impact growth prospects.

These risks have yet to show indications of materializing, but they remain on the horizon and their presence drives home 
the importance of maintaining a disciplined approach and long-term focus to the investment process. Inflated and gaudy 
headlines end up in the clearance bin in short order. Reactions to negative headlines in the short-run typically prove to be 
detrimental to investment performance in the long-run — we are not sure if at the root of these (over) reactions it’s fear or 
greed but it is likely a bit of both. At the same time, this does not mean ignoring all risks in the marketplace, but instead 
taking a disciplined approach to managing risk exposures, which all starts with constructing a diversified and balanced 
portfolio that is better able to withstand the volatility no matter the market environment.
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This document includes information and commentary concerning financial markets that was developed at a particular point in time. This information 
and commentary are subject to change at any time, without notice, and without update. This commentary may also include forward looking statements 
concerning anticipated results, circumstances, and expectations regarding future events. Forward-looking statements require assumptions to be made 
and are, therefore, subject to inherent risks and uncertainties. There is significant risk that predictions and other forward looking statements will not prove 
to be accurate. Investing involves risk. Equity markets are volatile and will increase and decrease in response to economic, political, regulatory and other 
developments. The risks and potential rewards are usually greater for small companies and companies located in emerging markets. Bond markets and 
fixed-income securities are sensitive to interest rate movements. Inflation, credit and default risks are also associated with fixed income securities. Diver-
sification may not protect against market risk and loss of principal may result. This commentary is provided for educational purposes only. It is not offered 
as investment advice and does not account for individual investment objectives, risk tolerance, financial situation or the timing of any transaction in any 
specific security or asset class. Certain information contained in this document has been obtained from external parties which we believe to be reliable, 
however we cannot guarantee its accuracy. Guardian Capital Advisors LP provides private client investment services and is a wholly-owned subsidiary of 
Guardian Capital Group Limited, a publicly traded firm listed on the Toronto Stock Exchange.


