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Marketing communication 23 October 2020

The CBRT leaves the market disappointed

Turkey's central bank left the market disappointed by keeping the 1-week repo rate unchanged at
10.25% against expectations for another hike following the 200bps move in September. The
overnight lending rate was left on hold at 11.75% as well. While the late liquidity lending rate was
raised to 14.75% from 13.25%, it proved insufficient to prevent USD/TRY from rising to another
record intraday close to the psychological level of 8.00.

Figure 1: The CBRT raised interest rate, but not the one the market expected
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The decision implies that the CBRT intends to rely on the interest rate corridor to manage liquidity
by potentially directing the average cost of funding towards the late liquidity lending rate at
14.75% (Figure 1).

However, the central bank cannot afford to experiment with the setup of monetary policy as the
negative market reaction to its decision clearly indicated. With inflation on track to end this year
above 10% and not expected to align with the official 5% target until 2022, an orthodox monetary
policy would be more effective in gradually restoring the CBRT's credibility.

Figure 2: USD/TRY was leaning lower in anticipation of a hike only to spike sharply when the CBRT
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It is quite disappointing that after making an important step to regain its credibility last month —
when the policy rate was hiked by 200bps — the central bank refrained from sending a strong
signal of its determination to stabilise the lira. The CBRT may have miscalculated market'’s
tolerance for conducting an unorthodox policy.
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The decision to leave the 1-week repo rate on hold at 10.25% could prove costly if former Vice
President Biden wins the US presidential election on November 3, as opinion polls currently
indicate. The risk that the US may impose sanctions on Turkey for purchasing the Russian S-400s
air defence system would increase. While to some extent the prospect of Biden's victory is already
in the price, USD/TRY could still extend its already impressive year-to-date gains beyond the
psychological level of 8.00.

Figure 3: The outcome of the US presidential election will be crucial for USD/TRY
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The CBRT will hold two more meetings this year on November 19 and December 24. Those
meetings will offer an opportunity to make yet another — hopefully much more efficient - attempt
to restore credibility which has been undermined by negative real interest rates and spending
billions of dollars to slow down the rapid pace of lira’s depreciation instead of acting decisively by
raising interest rates substantially. As the sharp spike in USD/TRY illustrates, the market has no or
very little tolerance for the central bank experimenting with the setup of monetary policy instead
of an explicit tightening by raising the 1-week repo rate by a few hundred bps. The CBRT may
have to do much more on November 19 compared to what the market anticipated ahead of the
October 22 decision, especially if former Vice President Biden wins on November 3.
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Disclaimer

Non Independent Research

This document is issued by Codperatieve Rabobank U.A. incorporated in the Netherlands, trading as Rabobank
(Rabobank) a cooperative with excluded liability. The liability of its members is limited. Rabobank is authorised
by De Nederlandsche Bank (DNB) and the Netherlands Authority for the Financial Markets (AFM). Rabobank
London Branch (RL) is authorised by the Prudential Regulation Authority (PRA) and subject to limited regulation
by the Financial Conduct Authority (FCA) and PRA. Details about the extent of our authorisation and regulation
by the PRA, and regulation by the FCA are available from us on request. RL is registered in England and Wales
under Company no. FC 11780 and under Branch No. BR002630. This document is directed exclusively to Eligible
Counterparties and Professional Clients. It is not directed at Retail Clients.

This document does not purport to be impartial research and has not been prepared in accordance with legal
requirements designed to promote the independence of Investment Research and is not subject to any
prohibition on dealing ahead of the dissemination of Investment Research. This document does NOT purport to
be an impartial assessment of the value or prospects of its subject matter and it must not be relied upon by any
recipient as an impartial assessment of the value or prospects of its subject matter. No reliance may be placed by
a recipient on any representations or statements made outside this document (oral or written) by any person
which state or imply (or may be reasonably viewed as stating or implying) any such impartiality.

This document is for information purposes only and is not, and should not be construed as, an offer or a
commitment by RL or any of its affiliates to enter into a transaction. This document does not constitute
investment advice and nor is any information provided intended to offer sufficient information such that is
should be relied upon for the purposes of making a decision in relation to whether to acquire any financial
products. The information and opinions contained in this document have been compiled or arrived at from
sources believed to be reliable, but no representation or warranty, express or implied, is made as to their
accuracy, completeness or correctness.

The information contained in this document is not to be relied upon by the recipient as authoritative or taken in
substitution for the exercise of judgement by any recipient. Any opinions, forecasts or estimates herein
constitute a judgement of RL as at the date of this document, and there can be no assurance that future results
or events will be consistent with any such opinions, forecasts or estimates. All opinions expressed in this
document are subject to change without notice.

To the extent permitted by law, neither RL, nor other legal entities in the group to which it belongs accept any
liability whatsoever for any direct or consequential loss howsoever arising from any use of this document or its
contents or otherwise arising in connection therewith.

Insofar as permitted by applicable laws and regulations, RL or other legal entities in the group to which it
belongs, their directors, officers and/or employees may have had or have a long or short position or act as a
market maker and may have traded or acted as principal in the securities described within this document (or
related investments) or may otherwise have conflicting interests. This may include hedging transactions carried
out by RL or other legal entities in the group, and such hedging transactions may affect the value and/or liquidity
of the securities described in this document. Further it may have or have had a relationship with or may provide
or have provided corporate finance or other services to companies whose securities (or related investments) are
described in this document. Further, internal and external publications may have been issued prior to this
publication where strategies may conflict according to market conditions at the time of each publication.

This document may not be reproduced, distributed or published, in whole or in part, for any purpose, except with
the prior written consent of RL. By accepting this document you agree to be bound by the foregoing restrictions.
The distribution of this document in other jurisdictions may be restricted by law and recipients of this document
should inform themselves about, and observe any such restrictions.
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