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SEE PAGE 7 FOR IMPORTANT DISCLOSURES AND ANALYST CERTIFICATIONS  

 

 

  
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. 

  
ECB’s QE kicks off on 9 Mar 2015. ECB announced that its QE will 

start next Monday, 9 Mar 2015.  

Operational details. ECB also provided further operational details 

on its QE on top of what was announced on 22 Jan 2015, 

summarized below: 

 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). 

  
  

 Economists 

  

Suhaimi B Ilias

(603) 2297 8682 

suhaimi_ilias@maybank-ib.com

Dr Zamros Dzulkafli 

(603) 2082 6818

zamros.d@maybank-ib.com

Ramesh Lankanathan

(603) 2297 8685

ramesh@maybank-ib.com

William Poh Chee Keong

(603) 2297 8683

william.poh@maybank-ib.com



 

March 6, 2015 2 

 

Eurozone: ECB’s QE  

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 four-

year 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)  
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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 
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Eurozone: Banking System Loans (% YoY)  Eurozone: Inflation Rate (% YoY) 
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