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Source: ECB Monthly Bulletin, March 2014. 7
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Euro area inflation and inflation expectations

e H|C P HICP excluding unprocessed food and energy
# Consensus Economics forecast six to ten years ahead ® SPF five years ahead
= Upper bound of definition of price stability ——5-year BEIR 5 years ahead
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Note: Last observations for the HICP headline and the core HICP refer to February 2014. The latest Consensus Economics Forecast refers

to March 2014, while the latest SPF survey corresponds to February 2014. Longer-term inflation expectations from Consensus Economics
Forecasts refer to a horizon of six to ten years, while those from the Survey of Professional Forecasters refer to five years ahead.
Consensus inflation expectations are constructed as a weighted average of the five largest euro area countries which together account for
more than 80% of euro area GDP.

Sources: ECB, Eurostat and Consensus Economics Forecast. 8 www.ech.europa.eu ©




Phases of the crisis: interbank market spreads
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Note: Spreads are the difference between 12-month Euribor/Libor and Overnight Index Swap rates, in percent (latest observation
25 March 2014). Source: Bloomberg. 9
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Composite Indicator of Systemic Stress (“CISS”,
euro area)
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» Scope: Equity, bond, money and FX markets plus banks/financial institutions - real time

» Basic sub-measures include volatilities, trends, spreads, recourse to marginal lending
(weekly data)

¢ Normalisation between 0 and 1 and aggregation weighted with correlations (“systemic”)

Source: Holl6, Kremer and Lo Duca (2012).
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Source: Trichet (2011).
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Key ECB interest rates and EONIA
===main refinancing / minimum bid rate =~ ===deposit rate  ====overnight interest rate (EONIA)  ===marginal lending rate
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Note: Latest observations 25 March 2014.. 12
Source: ECB..




Comparison of central bank balance sheets
——Eurosystem === Federal Reserve Bank of England
—Bank of Japan —Swiss National Bank (rhs)
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Note: Latest observation 7 February 2014. 13
Sources: Bank of England, Bank of Japan, Eurosystem, Federal Reserve, Swiss National Bank. wwnwecb europa.eu ©

ECB balance sheet and composition of operations

Note: Latest observation 13 March 2014. Source: ECB. 14
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Remaining fragmentation — non-stressed countries

Recourse by to the ECB’s market operations and standing facilities (EUR billion)
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Remaining fragmentation - stressed countries

Recourse by to the ECB’ s market operations and standing
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TARGET2 balances of euro area central banks

Note: Last observation July 2013. Sources: ECB, NCBs, IMF’s International Finance Statistics and internal calculations.
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Stylised illustration of the monetary transmission
mechanism

| Policy-controlled interest rates |
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Euro area money and credit growth rates annual %)
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=M1 e===M3 e===|oans to the private sector

Note: Latest observation January 2014 (annual growth M3 1.2%, M1 6.2%, MFI loans to the private sector -2.2%.
Sources: Reuters, ECB calculations. 1019

www.ecb.europa.eu ©

Pass-through of ECB policy rate to bank lending
rates of euro area non-financial corporations (percent)

Post-OMT Easing (July 2012 — Feb 2014) Pre-OMT Easing (Nov 2011 — Oct 2012)

Cross-country range of lending rates for
L small-sized loans
@@ Main refinancing operation (MRO) rate
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Notes: Latest observation for lending rates February 2014 (left chart), or October 2012 (right chart). The red lines
define cumulated changes in the MRO rate. The grey ranges define the 20th to 80th percentile of cumulated
changes in short-term bank lending rates for small-sized loans (<€1min) to NFCs.

Sources: Reuters, ECB calculations. 2020
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Heterogeneity in bank lending rates to NFCs
between stressed and non-stressed countries

(percentage per annum, euro area, loans up to EUR 1 million)
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(latest observation October 2013). Source: ECB MIR database.
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Interaction between sovereign and financial sector
Euro Area us
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Note: Sovereign CDS euro area average calculated as country CDS weighted by ECB capital key. Banks CDS euro area average is
calculated taking the largest bank of each available country and aggregating using ECB capital key. Each dot represents the pair (av.
sovereign CDS, av. bank CDS) at a certain day in the respective quarter. Greece is excluded from the sovereign CDS average. Colour-
coded dots correspond to 2010Q1, 2011Q4, 2013Q2, 2013Q3 and 2013Q4 respectively. Latest observation: 2013 Q4.
Source: Thomson Reuters and ECB calculation. 22
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10-year government bonds spreads against Germany

(basis points)
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Note: Starting dates Jan 1990, except for Italy (Apr 1991) 2323

and Greece (Apr 1999); Latest observations:1 November 2013. Source: DataStream and ECB calculations. ~
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Effectiveness of OMT announcement
2-year yield spreads of Italy and Spain 10-year yield spreads of Italy and Spain
versus Germany (vertical dashed line: versus Germany (vertical dashed line :
OMT announcement) OMT announcement)
5| i ] 5 | i

Note: Latest observation 2 December 2013. 24

Source: Reuters and ECB calculations. N o
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Effectiveness of forward guidance

Level of future interest rates Uncertainty about future interest rates
(EONIA forward rates, (Implied uncertainty of 3-m EURIBOR
in percent) in lyear applied to 3-m OIS)
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——Post Nov. GovC (interest rate cut, 7 Nov. 2013) Source: NYSE Liffe and ECB
—Latest (10 Mar. 2014) calculations

Source: Thomson Reuters and ECB 25
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Euro area excess liquidity and money market rates 1

MRO Rate

Full Fragmentation

Eonia rate - Deposit Facility rate spread
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Euro area excess liquidity and money market rates 2
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Reduction in euro area excess liquidity

Source: ECB. 28
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® Managed float adopted after
the collapse of Bretton
Woods

® Value of ringgit determined
via a composite basket of
currencies of important
trading partners

® Active management of ER to
provide stability

Rationale:

® Small open economy with
underdeveloped financial

el
capital flows and
internationalisation of MYR

1998£F9H2H -2005%78
21H

® Theringgit was fixed to
the USD at a rate of
RM3.80 = US$1.

Rationale:

® Stop speculation and
stabilise the ringgit
exchange rate

® Capital controls to
provide policy space to
implement needed
macroeconomic and
financial measures

Rationale!

2005f7821H - ES

Managed float against a
basket of currencies of
important trading partners

No particular target

Intervention only during
periods of excessive volatility
and too sharp movements
(overshooting)

Flexibility ER act

Policy flexibility from ER
flexibility and changes in Fx
reserves

Deeper financial markets

ST capital flows still a
challenge
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Policy instruments Intermediate target

Reserve requirement ratio (RRR) Explicit: M2 growth target

Differentiated RRR Implicit: reasonable loan and TSF growth
( MM stabilitiy?)

OMOs

Standing facilities (eg. SLF)

Benchmark deposit/lending rates and ranges
Interest rate on required reserves

Interest rate on excess reserves

re-discount rate

re-lending rate

Policy goals

Low inflation

Stable economic growth
Relatively high employment rate
Balance of payments equilibrium




s B~ R TECRIEZRAIELER

T
3 Instruments
(@)
m
(@)
w
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M2 target

(Loan/TSF?)

(MM?)

Instruments ‘ Fed funds rate

—) Policy Goals

-E3-3-

M3
— |

-)
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T P £ 10 B Ry R

Operational Target

Time of shift to rate targeting

us

Eurozone (Germany)
Japan

Korea

India

Taiwan

Australia

Canada

Fed funds rate

Refinance rate

Overnight call rate

Base rate

Repo and reverse repo rate
Discount rate

Cash rate

Overnight rate

1980s
1980s
1980s
1990s
1990s
1990s
1980s
1980s

Source: authors’ compilation
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Note: SID = short term interest rate doctrine (targeting interest rate);
RPD = reserve position doctrine (targeting quantity)

Source: Bindseil (2004)
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Non-bank financing as % of total social financing (12MA), 2002-14
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SHIBOR daily volatility
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Source: WIND
Note: Volatility is based on daily rates over a month.
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SHIBOR is correlated with treasury yield and bank loan rate premium over benchmark lending rate

2.0 17 9.0 48
8.0 43
80 15
7.0 7.0 3.8
6.0 3 6.0 33
50 11 50 238
40 09 40 2.3
3.0 3.0 18
0.7
2.0 20 13
10 0.5 1.0 0.8
0.0 03 0.0 03
2009-01-03 2011-01-03 2013-01-03 2009-01-03 2011-01-03 2013-01-03
——SHIBOR (left) —— Loan rate premium over benchmark rate (right) — SHIBOR (left) ——5Y treasury yield
Source: WIND

Note: SHIBOR is the weekly average of 7D SHIBOR; Loan rate premium data are quarterly reported by PBOC.
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Long term correlation between M3 and economy is stronger than s.t correlation, 2005 - 2013

0.25

0.20

0.15

0.10 -

0.05 ]

0.00 T T T ]

M2 vs GDP (st) M2 vs CPI(st) M3 vs GDP (It) M3 vs CPI(It)

Source: authors' calculation
Note: Long-term correlation is calcualted based on 12mma. Both with 12m lag.
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Bank loans as % of total corporate
financing
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Source: CEIC, DB estimates
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A possible roadmap for China

Year 1 Year 2 Year3 Year 4

Establishing a de facto
corridor for 7- day repo
A narrower corridor
Abolishing benchmark deposit rates
Announcing a 7-day target rate and

m.t. M3 reference; abolish annual
M2 target

Preparing M3 statistics and its analytical relationship
with MM rates and economy

Relaxing LDR control Abolishing LDR cap

Developing the securitization market to establish transmission mechanism between Fl and loan markets
Improving liquidity projection by enhahcing inter-govt coordination and analytical/forecasting capacity
Permitting greater RMB exchange rate flexibility

Permitting more privately owned banks, to establish linkage between interbank market and SME financing
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Rate on standing facility

!

OMOs = |Implicit target for 7-day repo rate

Rate on excess reserves
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Regulatory Disclosures
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Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the “Disclosures Lookup” and
“Legal” tabs. Investors are strongly encouraged to review this information before investing.

2. Short-Term Trade Ideas
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