Report | Macro Analysis

Comment Report

@D R HIEH BB

CHINA MERCHANTS SECURITIES (HK)

Not the Start of a Series of Rate Hikes

11 April 2011 Comments on ECB Introductory Statement in April
Key Data

USA

% 10 11E

GDP 3.98 120 » ECB'sinterest rate hike in April was expected by the market after Trichet signaled it in
CPI -0.70 0.05 the press meeting held on 3rd March, hence the market has already priced in a 0.25% rise.
Unedmployment 5.07 4.80 The rate hike is to ease inflationary pressures which stand at a high level and to stabilize
Trade inflation ions.

balance/GDP e ca ation expectations

Eg;ﬁ'ce /GDP -7.69 -950 » Based on the economic data posted recently, ECB believed that there is a postive trend
Policy rate 01 o1 Of overal economy in early 2011. Ongoing global trade growth will support the euro area
Balllr s 81.1 ggo exportswhileincreasing business confidence will boost the domestic demands. The pace of
Eurozone monetary expansion is moderate and monetary liquidity remains ample. Downside risks
% 10 11E mainly come from the financial market tension, sharply rising energy prices, protectionist
GDP 18 13 pressures, disorderly correction of global imbalances as well as the potential risks caused by
CPI 158 2.4 the recent natural disasters and nuclear concernsin Japan.

Unemployment 10 10

Trade 251 0.06 » The global inflation is mainly due to the loose monetary policy implemented by the
balance/GDP ' ' developed countries, in which US played an important role. If there is no support from the
Fiscal 6.5(E) -5.5 Fed to exit from the accommodative monetary policy, ECB's rate hike can hardly control the
gzll?cr;creé gDP . 159 inflationbutimpact the euro areademand growth and economic growth.

Euro/dollar 1.34 1.37

Source: CEIC, CMS(HK)
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»  Although ECB's rate hike is unlikely to curb the inflation, it adds to pressures for the
Fed and the BOE to raise the base rates. Inflation is returning to the developed economies via
global trade and capital flows. This rate hike marks the start of the exit from the loose
monetary policy implemented by the developed economies.

»  The euro zone recovery is still shaky due to the imbalance of economic development
within the euro zone, risks that European sovereign debt crisis may exacerbate and austerity
measures which are bound to impact economic growth negatively. We believe that a series
of rate hikes is unlikely. ECB will maintain the base rate of 1.25% till the start of 3Q2011.
We believe that the euro zone inflation will peak at the end of 3Q2011 and then gradualy
decline. Therefore, ECB is unlikely to raise interest rate in 4Q2011. We maintain our
estimate of one more rate hike by 25bps in 3Q2011 this year, bringing ECB key interest rate
to 1.5%.
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