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Eurozone
ECB’s QE starts next week




ECB’s QE officially begins on 9 Mar 2015.
“Euro-phoria” as per financial market and currency reaction.
Promising signs on growth impact judging from recent trends
in PMI and banking system loans.
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Operational details. ECB also provided further operational details
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QE total is EUR1.1tr for the period Mar 2015 – Sep 2016 i.e.
EUR60b per month.
Purchases of investment-grade Government bonds as well as
similar securities issued by pan-European agencies and
European institutions i.e. “Public Sector Purchase Programme”
(PSPP), on top of the existing buying of covered bond (CB) and
asset-backed securities (ABS).
The asset-type split of the EUR60b monthly purchase is EUR45b
per month in investment-grade sovereign bonds, EUR5b per
month in the debt of Eurozone’s public agencies and EUR10b
per month in the CB and ABS.
The size of purchases of Eurozone member’s government bonds
will be based on the so-called ECB’s “capital key” i.e.
contribution of members to ECB’s capital, implying the
sovereign bonds of Germany, France and Italy will account for
almost half of the Government bond purchases.
Gradual and broad-based purchases to avoid unduly excessive
distortions in market pricing mechanism.



Purchases of negative-yield debt are allowed as long as the
yields are above ECB’s deposit facility rate of -0.20%. If
volume of debt to be purchased according to ECB’s “capital
key” is insufficient, substitute purchases will be permitted.



QE may continue beyond Sep 2016 if inflation rate remains
substantially below or not progressing towards the ECB’s 2%
target.

Reality check next vs the “Euro-phoria” now. EUR/USD fell 0.4%
yesterday and 8.4% 2015YTD. The Euro Stoxx index gained 1% and
13.9% over the same period. The predictable and intended market
reactions aside, the real economic impact is a function of the
effectiveness of ECB’s monetary policy transmission in terms of the
impact on credit, growth and general prices (besides the prices of
assets and money).

SEE PAGE 7 FOR IMPORTANT DISCLOSURES AND ANALYST CERTIFICATIONS
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Game changer for balance sheet size
Full-fledged QE to be more meaningful in boosting ECB’s balance sheet
than TLTRO and non-sovereign asset purchases.
Prior measures
implemented to expand ECB’s balance sheet has been "under-whelming".


TLTRO impact so far “neutral” on ECB’s balance sheet. Only a little
over half (EUR212.4b) of the first two packages of TLTRO – ECB’s fouryear cheap loan to banks - worth EUR400b offered in Sep 2014 and Dec
2014 was taken up by banks. This was offset by EUR271b that matured
in Jan-Feb 2015 from the earlier LTRO during the Eurozone crisis.
Consequently, the LTRO/TLTRO outstanding amount dropped to
EUR323b as at end-Feb 2015 vs EUR473.3b at end-Dec 2014. Next six
series of TLTROs totaling EUR500-600b will be between Mar 2015 and
June 2016.



Non-Sovereign asset purchases barely moved the needle.
Meanwhile, purchases of covered bonds (CB) and asset-backed
securities (ABS) totalled EUR54.7b as at end-Feb 2015, consisting of
EUR51.2b of CB and EUR3.5b of ABS.



Hence the small rise in ECB balance sheet so far. Consequently,
ECB’s balance sheet rose by just EU0.17tr from the low of EUR2.0tr as
at 19 Sep 2014 to EUR2.16tr as at end-Feb 2015.



EUR1.1tr QE between Mar 2015 and Sep 2016 the “game changer”.
The EUR1.1tr QE between Mar 2015 and Sep 2016 will raise ECB
balance sheet to EUR2.76trb by end-2015 and EUR3.3tr by end-Sep
2016 (end-2014: EUR2.15tr), equivalent to 23% of GDP by end-2015 and
26% of GDP by end-2016 (end-2014: 20% of GDP). Interestingly, US
Fed’s and Bank of England’s balance sheets peaked at 26%-27% of GDP.
To note, the projected figures of ECB’s balance sheet size do not take
into account of the above-mentioned EUR500-600b TLTRO between Mar
2015 and June 2016, and also assume any maturing assets in the
balance sheet between now and next year are refinanced or rolled
over.

“Euro-phoria” now, reality checks next…
Predictable and intended market reactions. EUR/USD fell 0.4% yesterday
and 8.4% 2015YTD. The Euro Stoxx index gained 1% and 13.9% over the
same period.
Reality check next, with promising signs. The real economic impact of
ECB’s QE is a function of the effectiveness of ECB’s monetary policy
transmission in terms of the impact on credit, growth and general prices
(besides the prices of assets and money. Signs are positive in that the
region’s banking system loans expanded +0.6% YoY in January, the first
growth since Apr 2012. Loans have also risen MoM for three consecutive
months. Meanwhile, Eurozone’s average manufacturing and services PMIs
have been on an uptrend since Dec 2014 to reach a seven-month high of
52.4 in Feb 2015, reversing the downtrend during Apr-Nov 2014. The
movement in PMI suggests improvement in economic activities after the
earlier threat of growth losing its recovery momentum. ECB is also more
optimistic in its growth projection, revising upward 2015 and 2016 real GSP
growth forecasts to 1.5% and 1.9% respectively (1.0% and 1.5% previously)
on the combined impact of the QE, lower crude oil price and weaker Euro,
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although we maintain our conservative forecast of 1.0% growth for 2015.
However, inflation rate is expected to be zero this year (previous: 0.7%)
before accelerating to 1.5% next year (previous: 1.3%).

Development in Greece is not seen as a major risk factor that could
derail Eurozone judging from the absence of “contagion” as per the
trends in 10-year sovereign bond yields and sovereign CDS spreads between
Grecee and its Eurozone neighbours. As for the ECB’s stance on Greece,
Governor Draghi said that the ECB has agreed to raise the funding to
Greece banks by EUR500m under the Emergency Lending Assistance (ELA)
facility, on top of the four-month extension of Greece bailout by EU-IMF
whose terms and conditions are currently being negotiated, to ease the
liquidity and default risks in view of the EUR32.8b Greece public debt
maturing during Mar-Aug 2015.

ECB’s Balance Sheet

EUR/USD

Source: Bloomberg

Source: Bloomberg

ECB: Long-Term Refinancing Operations (EURb)

ECB: Marketable Assets Eligible for Purchases vs
Marketable Assets Purchased (EURtr)

Source: Bloomberg

Source: Bloomberg
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Major Central Banks’ Balance Sheet (USDb)

Major Central Banks’ Balance Sheet (% of GDP)

Sources: Bloomberg, Maybank KE estimate

Sources: Bloomberg, Maybank KE estimate

Eurozone: Selected 10-Year Government Bond Yields (% p.a.)

Selected European Sovereign CDS spread: Basis point
change in the past 3 months

Source: Bloomberg

Source: Bloomberg

Greece: Public Debt Maturing between Mar 2015 and Dec
2015 (EURb)

Eurozone: Simple Average of Manufacturing and Services
PMIs

Source: Bloomberg

Source: Bloomberg

March 6, 2015

4

Eurozone: ECB’s QE
Eurozone: Banking System Loans (% YoY)

Eurozone: 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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