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FFR guessing-game as QE Taper ends
§

Fed announced the completion of QE Taper.

§

Maintain FFR at 0.00%-0.25% and rolling over of purchased
assets.

§

Uncertain timing and magnitude of FFR hike amid significant
divergence between official guidance and market expectations.
We expect 50-75bps hike next year, beginning Sep 2015.

The end of QE Taper. The FOMC meeting on 28-29 Oct 2014
ended with the US Federal Reserve concluding the “QE Taper” i.e.
stop the monthly purchases of the agency mortgage-backed
securities and the longer-term Treasury securities. To recap,
under QE3, Fed purchased USD85b monthly and has gradually cut
the monthly purchases since Dec 2013, dubbed “QE Taper”.
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Fed’s balance sheet to stop expanding but stable between now
and end-2015. Fed maintains its current policy of reinvesting the
principal payments from the agency debt and agency mortgagebacked securities holdings as well as rolling over Treasury
securities in its balance sheet to keep long-term interest rate low
and the overall financing conditions accommodative. In Sep 2014
FOMC, Fed issued a statement on “policy normalization principles
and plan” to communicate with markets on the Fed’s monetary
policy post-QE Taper. Key takeaways include gradual reduction in
Fed’s securities holdings in its balance sheet by ceasing or
commencing the phasing out reinvestments after increases in the
federal funds rate (FFR). Currently, only USD8.8b of purchased
assets – or 0.2% of the Fed’s total balance sheet size of USD4.4tr –
are maturing in the next one year. The longer it takes for Fed to
actually raise FFR, the later will the reduction of Fed’s balance
sheet take place. The Fed balance sheet, while stop expanding, is
expected to be stable rather than shrinking in 2015.
Guessing game on the next turning point in Fed’s “data
dependent” monetary policy. FFR remains at 0%-0.25%, and FOMC
statement keeps the reference on maintaining FFR at current level
for a considerable time following the end of QE Taper. The
accompanying FOMC statement indicated gradually diminishing
underutilization of labour resources and receding likelihood of
inflation persistently running below 2%, mainly to justify the
decision to proceed with ending QE. However, it also points that
Fed’s next move on monetary policy is “data-dependent”. This in
view of the remarks that FFR may be hiked sooner or later than
currently anticipated depending on whether incoming information
on employment and inflation is progressing faster or slower than
Fed’s expectations.
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Divergence in Fed fund rate (FFR) outlook. Underscoring the guessing
game on the timing and magnitude of FFR hike next year is the significant
divergence between Fed’s guidance, consensus forecast and forward rate.
Fed guidance on FFR implies 125bps hike starting mid-2015. Based on
the information from the Sep 2014 FOMC meeting, the majority of Fed’s
policymakers i.e. (14 out of 17) expects FFR to start increasing in 2015.
The Fed officials also raised their median estimate for FFR at the end of
2015 to 1.375% versus 1.125% back in June 2014. On average, this
translates into a 125bps hike in FFR next year from the present 0%-0.25%.
Assuming a series of consecutive 25bps hikes, and given that there are
eight FOMC meetings scheduled for 2015, FFR hikes could begin on the 1617 June 2015 FOMC meeting.
Consensus forecasts less aggressive. Based on Bloomberg survey of Wall
Street economists, FFR is seen rising by a total of 75bps to 1.00% next
year. Again, assuming a series of 25bps hikes, consensus is looking at FFR
to start rising from the 16-17 Sep 2015 FOMC.
The market-implied forward rate on FFR are even more sanguine about
the timing and magnitude of US interest rate hike as it prices in FFR at
around 0.50% by end-2015, suggesting FOMC will not make a move on its
benchmark interest rate until its very last meeting of next year i.e. 15-16
Dec.
We are siding with markets expectations. Notwithstanding its guidance,
Fed is likely to wait for evidence that US growth is truly sustainable and
entrenched. At the surface, this is already indicated by the index of
leading economic indicators. However, there are uncertainties in outlook
of other major economies, especially Eurozone, Japan and China that can
have knock on effect to the US economy, on top of the return of global
financial market volatility. At the same time, inflation outlook remains
benign, thanks to the commodity price situation and prospect. So we are
betting that the Fed will err on the side of caution and takes its time to
assess all the factors affecting the US economy. We are pricing in 50-75
basis point hikes in FFR beginning Sep 2015.
Note: The dates of FOMC meetings in 2015 are 27-28 Jan, 17-18 Mar, 28-29
Apr, 16-17 June, 28-29 July, 16-17 Sep, 27-28 Oct, 15-16 Dec.
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QE Taper (USDb)
FOMC Meetings

Total Monthly
Asset Purchase

Chg

Agency
MortgageBacked
Securities

Chg

Longer Term
Treasury
Securities

Chg

17-18 Dec 2013

75

(10)

35

(5)

40

(5)

28-29 Jan 2014

65

(10)

30

(5)

35

(5)

18-19 Mar 2014

55

(10)

25

(5)

30

(5)

29-30 Apr 2014

45

(10)

20

(5)

25

(5)

17-18 June 2014

35

(10)

15

(5)

20

(5)

29-30 July 2014

25

(10)

10

(5)

15

(5)

16-17 Sep 2014

15

(10)

5

(5)

10

(5)

28-29 Oct 2014

0

(15)

0

(5)

0

(10)

Sources: US Federal Reserve, Maybank KE

Key Timelines of US Quantitative Easing (QE) Policy
Event

Details

QE1 (Dec 2008 – Mar 2010)

On November 25, 2008, Fed announced purchases of up to USD600b in agency mortgage-backed securities
(MBS) and agency debt.
On December 16, the programme was formally launched by the FOMC.
On March 18, 2009, the FOMC announced that the program would be expanded by an additional USD750b in
purchases of agency MBS and agency debt and USD300b in purchases of US Treasury securities

QE2 (Nov 2010 – June 2011)

On November 3, 2010, the Fed announced that it would purchase USD600b of longer dated US Treasuries, at a
rate of USD75b per month.

Operation Twist (Sep 2011 – Dec
2012)

FOMC announced at its 21 Sep 2011 meeting the implementation of Operation Twist i.e. the purchase of
USD400b of bonds with maturities of 6 to 30 years by selling bonds with maturities less than 3 years, thereby
extending the average maturity of the Fed's portfolio.
Further on 20 June 2012, FOMC announced an extension to Operation Twist by purchasing an additional
USD267b of longer-maturity bonds, thereby extending OP Twist throughout 2012.

QE3 (Sep 2012 – Nov 2013)

On September 13, 2012, the Federal Reserve announced QE3 which provided an “open-ended” commitment to
purchase USD40b agency mortgage-backed securities per month until the labor market improves
"substantially".
FOMC meeting on 12 Dec 2012 voted to expand QE3 by adding the purchase of USD45b longer-term US Treasury
securities per month, raising the total asset purchase programme to USD85b per month.

QE Taper (Dec 2013 – Oct 2014)

FOMC meeting on 17-18 Dec 2013 announced the reduction in the pace of the Federal Reserve asset purchase
programme by USD10b i.e. cutting its monthly purchases of the agency mortgage-backed securities to USD35b
from USD40b and the longer-term Treasury securities to USD40b from USD45b. Since then, the Fed has cut its
asset purchase programme in the following seven FOMC meetings of 2014 i.e. 28-29 Jan, 18-19 Mar, 29-30 Apr,
18-19 June, 29-30 July, 16-17 Sep & 28-29 Oct.

Source: US Federal Reserve
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US Fed’s Balance Sheet (USD tr)

US Fed’s Balance Sheet (% YoY)

Source: Bloomberg

Source: Bloomberg

US Fed's Holdings of Securities in its Balance Sheets, By Types and Maturity (USDb, as at 22 Oct 2014)
Maturity Profile

Treasury Securities Agency MortgageBacked Securities

Federal Debts

Total by Securities
Maturity

% Share of Total
(by Maturity)

15 Days to 90 Days

0.1

0.0

2.1

2.2

0.1

91 Days to 1 Year

3.2

0.0

3.4

6.6

0.2

1,050.0

0.0

31.8

1,081.8

25.7

Over 5 Years to 10 Years

743.0

5.2

0.0

748.2

17.8

Over 10 Years

662.9

1,710.2

2.3

2,375.5

56.4

2,459.2

1,715.4

39.7

4,214.3

100.0

58.4

40.7

Over 1 Year to 5 Years

Total by Securities Types
% Share of Total (by Asset Types)

0.9

Source: Bloomberg

US Fed’s QE Taper (USDb)

US Fed’s Balance Sheet: Holdings of Purchased Securities
by Maturity

Source: Bloomberg

Sources: Bloomberg, Maybank KE
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US: Fed Funds Rate, Labour Market Conditions Index, real
GDP Growth

US Fed Funds Rate: FOMC Guidance, Consensus Forecast
& Market Implied Forward Rate

Source: Bloomberg

Sources: Bloomberg, US Federal Reserve

US: Real GDP Growth vs Index of Leading Economic
Indicators (% YoY)

US: 10-Year Treasury Yields (% p.a.)

Source: Bloomberg

Source: Bloomberg

US: Headline Inflation Rate (% YoY)

US: Core Inflation Rate (% YoY)

Source: Bloomberg

Source: Bloomberg
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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLAIMERS AND DISCLOSURES
DISCLAIMERS
This research report is prepared for general circulation and for information purposes only and under no circumstances should it be considered or intended as
an offer to sell or a solicitation of an offer to buy the securities referred to herein. Investors should note that values of such securities, if any, may fluctuate
and that each security’s price or value may rise or fall. Opinions or recommendations contained herein are in form of technical ratings and fundamental
ratings. Technical ratings may differ from fundamental ratings as technical valuations apply different methodologies and are purely based on price and
volume-related information extracted from the relevant jurisdiction’s stock exchange in the equity analysis. Accordingly, investors’ returns may be less than
the original sum invested. Past performance is not necessarily a guide to future performance. This report is not intended to provide personal investment
advice and does not take into account the specific investment objectives, the financial situation and the particular needs of persons who may receive or read
this report. Investors should therefore seek financial, legal and other advice regarding the appropriateness of investing in any securities or the investment
strategies discussed or recommended in this report.
The information contained herein has been obtained from sources believed to be reliable but such sources have not been independently verified by Maybank
Investment Bank Berhad, its subsidiary and affiliates (collectively, “MKE”) and consequently no representation is made as to the accuracy or completeness of
this report by MKE and it should not be relied upon as such. Accordingly, MKE and its officers, directors, associates, connected parties and/or employees
(collectively, “Representatives”) shall not be liable for any direct, indirect or consequential losses or damages that may arise from the use or reliance of this
report. Any information, opinions or recommendations contained herein are subject to change at any time, without prior notice.
This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”, “estimate”,
“intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”, “could” or “might”
occur or be achieved and other similar expressions. Such forward looking statements are based on assumptions made and information currently available to us
and are subject to certain risks and uncertainties that could cause the actual results to differ materially from those expressed in any forward looking
statements. Readers are cautioned not to place undue relevance on these forward-looking statements. MKE expressly disclaims any obligation to update or
revise any such forward looking statements to reflect new information, events or circumstances after the date of this publication or to reflect the occurrence
of unanticipated events.
MKE and its officers, directors and employees, including persons involved in the preparation or issuance of this report, may, to the extent permitted by law,
from time to time participate or invest in financing transactions with the issuer(s) of the securities mentioned in this report, perform services for or solicit
business from such issuers, and/or have a position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other
investments related thereto. In addition, it may make markets in the securities mentioned in the material presented in this report. MKE may, to the extent
permitted by law, act upon or use the information presented herein, or the research or analysis on which they are based, before the material is published.
One or more directors, officers and/or employees of MKE may be a director of the issuers of the securities mentioned in this report.
This report is prepared for the use of MKE’s clients and may not be reproduced, altered in any way, transmitted to, copied or distributed to any other party in
whole or in part in any form or manner without the prior express written consent of MKE and MKE and its Representatives accepts no liability whatsoever for
the actions of third parties in this respect.
This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for distribution only
under such circumstances as may be permitted by applicable law. The securities described herein may not be eligible for sale in all jurisdictions or to certain
categories of investors. Without prejudice to the foregoing, the reader is to note that additional disclaimers, warnings or qualifications may apply based on
geographical location of the person or entity receiving this report.
Malaysia
Opinions or recommendations contained herein are in the form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental
ratings as technical valuations apply different methodologies and are purely based on price and volume-related information extracted from Bursa Malaysia
Securities Berhad in the equity analysis.
Singapore
This report has been produced as of the date hereof and the information herein may be subject to change. Maybank Kim Eng Research Pte. Ltd. (“Maybank
KERPL”) in Singapore has no obligation to update such information for any recipient. For distribution in Singapore, recipients of this report are to contact
Maybank KERPL in Singapore in respect of any matters arising from, or in connection with, this report. If the recipient of this report is not an accredited
investor, expert investor or institutional investor (as defined under Section 4A of the Singapore Securities and Futures Act), Maybank KERPL shall be legally
liable for the contents of this report, with such liability being limited to the extent (if any) as permitted by law.
Thailand
The disclosure of the survey result of the Thai Institute of Directors Association (“IOD”) regarding corporate governance is made pursuant to the policy of the
Office of the Securities and Exchange Commission. The survey of the IOD is based on the information of a company listed on the Stock Exchange of Thailand
and the market for Alternative Investment disclosed to the public and able to be accessed by a general public investor. The result, therefore, is from the
perspective of a third party. It is not an evaluation of operation and is not based on inside information. The survey result is as of the date appearing in the
Corporate Governance Report of Thai Listed Companies. As a result, the survey may be changed after that date. Maybank Kim Eng Securities (Thailand) Public
Company Limited (“MBKET”) does not confirm nor certify the accuracy of such survey result.
Except as specifically permitted, no part of this presentation may be reproduced or distributed in any manner without the prior written permission of MBKET.
MBKET accepts no liability whatsoever for the actions of third parties in this respect.
US
This research report prepared by MKE is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6 under the
Securities Exchange Act of 1934, as amended) only by Maybank Kim Eng Securities USA Inc (“Maybank KESUSA”), a broker-dealer registered in the US
(registered under Section 15 of the Securities Exchange Act of 1934, as amended). All responsibility for the distribution of this report by Maybank KESUSA in
the US shall be borne by Maybank KESUSA. All resulting transactions by a US person or entity should be effected through a registered broker-dealer in the US.
This report is not directed at you if MKE is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You
should satisfy yourself before reading it that Maybank KESUSA is permitted to provide research material concerning investments to you under relevant
legislation and regulations.
UK
This document is being distributed by Maybank Kim Eng Securities (London) Ltd (“Maybank KESL”) which is authorized and regulated, by the Financial Services
Authority and is for Informational Purposes only. This document is not intended for distribution to anyone defined as a Retail Client under the Financial
Services and Markets Act 2000 within the UK. Any inclusion of a third party link is for the recipients convenience only, and that the firm does not take any
responsibility for its comments or accuracy, and that access to such links is at the individuals own risk. Nothing in this report should be considered as
constituting legal, accounting or tax advice, and that for accurate guidance recipients should consult with their own independent tax advisers.
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No.0107545000314) is a member of the Stock Exchange of Thailand and is regulated by the Ministry of Finance and the Securities and Exchange Commission.
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Disclosure of Interest
Malaysia: MKE and its Representatives may from time to time have positions or be materially interested in the securities referred to herein and may further
act as market maker or may have assumed an underwriting commitment or deal with such securities and may also perform or seek to perform investment
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