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FLASH NOTE

ECB ACTS VIA BANK LIQUIDITY CHANNEL

STRATEGY TEAM

¢ In an unanimous decision, the ECB has left its main
policy rates unchanged (refinancing rate at 0.00%;
deposit facility rate at -0.50%);

e Three main decisions were announced: 1/ further
liquidity measures for the financial system, including
additional LTROs; 2/ relaxed rules for the TLTRO llI
operations at a lower rate; and 3/ supplementary pur-
chases worth €120 billion through the end of the
year;

e This decision will not bring a strong support to real
economy, but will help avoid liquidity shortages, with-
out putting further pressure on banks.

The Decision. The ECB decided in an unanimous decision
to maintain unchanged its deposit facility rate, at -0.50%, but it
reinforced its expansionary stance in announcing pre-emptive
measures to support the financial system and avoid liquidity
shortage:

¢ Additional LTRO will be conducted to bridge the period until
the next TLTRO Il operation in June 2020;

e TLTRO Il conditions will be relaxed until June 2021, and
their amount will substantially be raised. The interest rate will
be cut to a maximum of 25 basis points below the deposit
facility rate, i.e. -0.75% (previously, operations were conduct-
ed at the deposit facility rate);

e On top of the €20 billion monthly asset purchases, the ECB
will conduct supplementary purchases worth €120 billion
through the end of the year. These purchases will mostly

ADDITIONAL PURCHASES WORTH €120 BILLION

focus on private sector corporate bonds;
e Finally, banks will benefit from temporary capital and opera-
tional relief.

The Rationale. The spreading of the coronavirus is a major
shock on growth prospects. It will have significant impact on
activity through supply chain disruptions, and it will also reduce
global demand. Thus, the ECB has revised down its growth and
inflation forecasts. These forecasts could substantially be re-
vised downward once again because of the recent drop in oil
price and supplementary containment measures taken in sever-
al countries. Finally, the ECB is calling upon governments to
settle ambitious and coordinate fiscal policies.

Our take. This decision will not provide a strong support to
real economy. But it will allow the ECB to provide supplemen-
tary liquidity and to avoid further tightening of financing condi-
tions, without cutting again its deposit facility rate. Thus, it will
alleviate the pressure on the banking system. On top of that,
the new envelope of purchases with no monthly predetermined
amount will enable the ECB to be very flexible. It will manage
the timing of the purchases in order to avoid further credit
spread widening. Finally, we maintain our scenario regarding
the SNB, expecting status quo at its next meeting on March 19.

Asset Allocation. We are maintaining our 50% hedges on
US and European equities, including Swiss and UK stocks.
We continue to anticipate a moderation in the dollar against
euro, considering the reduction in rate differential between the
two areas.

FALL IN RATE DIFFERENTIAL BETWEEN THE US AND THE EZ
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This presentation is for information purpose only and is not the result of an independent financial research. Information contained in this document has been obtained from sources
considered reliable. However, no warranty, nor guarantee is given in relation with this presentation, in particular, with regard to its accuracy or completeness. Mirabaud Asset Manage-
ment (Suisse) SA has not undertaken any legal or tax analysis related to the information contained herein. Clients should seek their own independent advice on such matters. All docu-
ments and views expressed constitute judgment as of the date of writing and may change at anytime without notice and without obligation to update. Any investment decision must be
taken on the basis of a detailed and appropriate analysis; this presentation should not be considered as the relevant information to take an investment decision. Where some funds are
described in this presentation, any investor considering a direct investment in a fund shall rely on the prospectus only. Certain transactions and products described in this presentation
might not be suitable for all investors due to the high risk characteristics or due to the ineligibility of some of them. Past performance is not necessarily indicative of current or future
results. Performance figures do not take into account any expenses related to transactions.
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