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MPC Meeting
75bps hike at Late Liquidity Window

Key Takeaways

= The MPC has decided to raise the Late Liquidity Window Lending Rate to

11.75% from 11% holding 75bps hike, while kept the other short term rates 16%

constant.
14%
= As per the statement, slight improvement in expression over the course 12%
economic activity attracts the attention. Yet, the cost push pressures 10%

and volatility in food prices were emphasized again and the MPC
repeated their expectations of rising annual inflation in the short term.

8%
6%
= The MPC, moreover, kept its forward guidance almost unchanged 4%
underlining that it will continue to use all available instruments in pursuit of 2%
the price stability objective. o

= The CBT will most probably start to provide funding through the O/N lending
as of tomorrow. A funding blend of 40% from O/N lending and 60% from
LLW corresponds to a WACF of ca.10.8%. In this respect, the investors will
keep a close eye on daily funding scheme and the level of WACF by
tomorrow. Especially after yesterday's FOMC meeting, which produced quite
a dovish rhetoric, we interpret today’s MPC decision as TL positive and expect
some buying activity at the long end of the yield curve.

The MPC has decided to raise the Late Liquidity Window Lending Rate to
11.75% from 11% holding 75bps hike, while kept the other short term rates
constant. (O/N Borrowing at 7.25%, O/N Lending at 9.25%, one-week repo rate
at 8%). The median estimate for the MPC decision was 50-100bps hike at O/N
lending and 100bps hike at LLW. However, following FOMC's decision yesterday
which produced quite a dovish rhetoric, the expectations were revised for a
milder MPC move. In fact, we have noted that, contrary to our initial expectations
(75bps hike at O/N lending and 100bps at LLW), the MPC would not touch to the
O/N lending today but could hold a measured hike on the Late Liquidity
Window. Yet one should note that 75bps hike on LLW seems sufficient to
provide room for the CBT in case of escalating market volatility.

As per the statement, slight improvement in expression over the course
economic activity attracts the attention. Accordingly, the MPC replaced the
wording “partial” with "gradual” when expressing the status of the economic
activity. In fact, it also dropped the wording of support coming from the
aggregate demand developments on disinflation. Yet, the cost push pressures
and volatility in food prices were emphasized again and the MPC repeated
their expectations of rising annual inflation in the short term. Our house
estimate for headline CPI points a gradual increase to 11.5-12% as of May,
which will follow with favorable base effect in summer months.

The MPC, moreover, kept its forward guidance almost unchanged
underlining that it will continue to use all available instruments in pursuit of the
price stability objective, while tight stance in monetary policy will be

Policy Rates and O/N Money Market Rate

e \NVeighted ave. Funding cost
O/N borrowing rate

O/N lending rate
One-week repo rate
e | ate Liqudity Window

Source: CBT, Tacirler Investment

Ozlem Bayraktar Goksen
Chief Economist
ozlem.bayraktar@tacirler.com.tr
+90 212 355 2637

Please refer to the important disclosures at the end of this report.


mailto:ozlem.bayraktar@tacirler.com.tr

16 March 2017 TACIRLER

INVESTMENT

added that inflation expectations, pricing behavior and other factors affecting
inflation will be closely monitored and, if needed, further monetary tightening will be
delivered.

The CBT will most probably start to provide funding through the O/N lending
as of tomorrow. The current weighted average cost of funding is at 10.8% and the
daily funding combination has been emphasized significantly by LLW as funding
through O/N lending consists only 10% of the total daily funding. With today’s
move, the CBT will most probably start to provide funding through the O/N lending
as of tomorrow. A funding blend of ca.40% from O/N lending and c.a.60% from LLW
corresponds to a WACF of 10.8%. In this respect, the investors will keep a close eye
on daily funding scheme and the level of WACF by tomorrow. Yet the CBT made it
clear that with today’'s move it has some room in case of further volatility in the
coming period. Especially after yesterday's FOMC meeting, which produced quite a
dovish rhetoric, we interpret today’s MPC decision as TL positive and expect some
buying activity at the long end of the yield curve.

Weighted Average Cost of Funding

Daily Funding Composition

70% O/N lending 30% LLW 10.0%
60% O/N lending 40% LLW 10.3%
40% O/N lending 60% LLW 10.8%
30% O/N lending 70% LLW 11.0%
20% O/N lending 80% LLW 11.3%
10% O/N lending 90% LLW 11.5%
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This document was produced by Tacirler Yatinm Menkul Dederler A.S. (“Tacirler Investment”), solely for information
purposes and for the use of the recipient. It is not to be reproduced under any circumstances and is not to be copied
or made available to any person other than the recipient.

This document does not constitute an offer of, or an invitation by or on behalf of Tacirler Investment to any person to
buy or sell any security. The information contained herein has been obtained from published information and other
sources which Tacirler Investment considers to be reliable. Tacirler Investment does not accept any liability or
responsibility whatsoever for the accuracy or completeness of any such information. All estimates, expressions of
opinion and other subjective judgments contained herein are made as of the date of this document.

Recipients of this document are urged to base their investment decisions upon their own appropriate investigations
that they deem necessary and they should make their own independent decisions as to whether an investment or
instrument is proper or appropriate based on their own individual judgment and their risk-tolerance. Any loss or other
consequence arising from the use of the material contained in this publication shall be the sole and exclusive
responsibility of the investor and Tacirler Investment accepts no liability for any such loss or consequence. Not all
investment strategies are appropriate at all times, and past performance is not necessarily a guide to future
performance.

Tacirler Investment may, from time to time, have a long or short position in any of the securities mentioned herein and
may buy or sell those securities or their derivative securities thereon either on their own account or on behalf of their
clients.

Tacirler Investment may perform or seek to perform securities, investment banking or other services for such issuer or
its affiliates presented in this document.
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