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How large is the revised Asset Purchase Programme?

ECB APP purchases increased by €680bn* to After the 3Dec meeting, the Bundesbank was able
€2180bn in December to buy €270bn more
Committed cash value of QE purchases in € bn 2y+ German paper trading below the depo rate in € bn
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* According to speech by ECB President Draghi on 4 December
Source: ECB, Bloomberg, Commerzbank Research
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The PSPP does still not look large on international comparison...

Expected PSPP purchases relative to market size and GDP

40% -
30% -
20% -
N .
ECB* BoJ**
% of market m % of GDP

* Assumed end of programme in March 2017; ** BoJ purchases until Dec 2015
Source: ECB, BoJ, Fed, BoE, euro area debt agencies, US Treasury, SIFMA, Bloomberg, Commerzbank Research
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Financial Scorecard: the initial success is wearing thin

Selected yield and spread changes in bp
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Source: Bloomberg, Commerzbank Research
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Macro Scorecard: Limited success so far

COMMERZBANK

ﬁ Target

achieved

IZ> Target not yet
achieved but

trend is in
right direction

‘ Target not
achieved and

trend is in
wrong
direction

Objective

Indicator

Benchmark

Re-anchor
inflation
expectations

Probability that the ECB Survey of Professional
Forecasters (SPF) shows euro zone inflation
above 1.5% in 5 years’ time

5x5 expectations are again in line with long-term

model values

Average before the crisis (2005 to 2007: 83.5%)

Distance from long-term model value is less than one
standard deviation

Core inflation
back at just
under 2%

Consensus forecast for inflation in 2016

Unemployment rate

Consensus forecast corresponds at least to ECB’s March
2015 projection for 2016 (1.5%)

Unemployment rate on track to reach 8% at end of 2016

Stimulate
economy

Purchasing Managers’ Indices (PMIs) for
manufacturing and service sector

Consensus forecast for economic growth in 2016

PMls are above 50 and 3-month average is pointing
upwards

Consensus forecast corresponds at least to ECB
projection in March 2015 (1.9%)

Weaker euro

Share of euro depreciation that is attributable to

euro weakness

Path leading to a depreciation of 5% per year

Open lending
channel

Average borrowing costs in five largest euro

countries

Real interest rate: 5-year Euro Swap minus
5-year Euro Inflation Swap

Year-on-year change in lending to private sector

in per cent

1 percentage point below average 2014Q3 (2.7%)

-1.3% (assumed swap rate of 0.5% minus 1.8% inflation
expectations)

Target path to a growth rate of around 3%2% (model
forecast requires economic growth of 2% and a rise in
investment of 4% at end of 2016)

Jalaealaaea

Source: Commerzbank Research
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Analysts still have doubts about ECB inflation credentials

Survey of Professional Forecasters: Consensus forecasts for 2016, broken lines:
likelihood that inflation rate will be above ECB projections of March 2015
1.5% in 5 years’ time
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Source: ECB, Commerzbank Research
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Market questions ECB inflation target

€ 5y5y ILS forward in % and model using core inflation, change in oil price level and changes in risk
perception
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Source: Commerzbank Research
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Inflation expectations appear anchored by oil, not ECB!

€ 5y5 inflation from ILS in % and oil price in euro (15t Brent contract)
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Source: Bloomberg, Commerzbank Research
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Euro depreciation is not on course

Change in value of euro since 1 November 2014 due to euro-specific factors (computed via PCA analysis)
in per cent
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actual —target

Source: Commerzbank Research
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Some improvements via the lending channel

Borrowing costs for businesses in per cent p.a., Lending to the private sector, year-on-year change
average for Germany, France, Spain, Italy and In per cent
Netherlands
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Source: ECB, Commerzbank Research
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QE transmission: ECB painting a rosy picture...
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Overview of the impact of the expanded APP on

euro area banks’ financial situation, net percentage
of respondents

m past six months  mnext six months

Purposes for which euro area banks use the
additional liquidity from the expanded APP, average
percentage of respondents per category

m past six months

mnext six months

80 1 50 50 1 50
40 1 40
40 + - 40
30 + 4 30
30 30
20 4 20
20 20
10 + 110
0 |  em_  wm. Wm__ | 10 . . 10
10+ -10 0 0
refinancing granhng purchasing | refinancing grantlng purchasing
20 L 20 loans assets loans assets
total assets liquidity ~ market  profitabiity capital ratio leverage increased liquidity from sales of | increased liquidity from increased
position ﬁﬂan_'?'”g ratio marketable assets customers’ deposits
conditions
Source: ECB Bank Lending Survey, October 2015
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... but is the programme really effective?

“Over the past six months, did your bank use the
additional liquidity arising from the ECB’s expanded
asset purchase programme for granting loans to
non-financial corporations and to households?”,
percentage average
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0 . —— .

"considerably” "somewhat" "basically not"

corporate loans mhousing loans

“Over the past six months, did your bank use the
additional liquidity arising from the ECB’s expanded
asset purchase programme / past TLTROs for
granting loans to non-financial corporations?”,
percentage average

100

80 -

60

40 -

"considerably” "somewhat" "basically not"
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Source: ECB, Commerzbank Research
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Key themes

I. How large is the upsized APP?

Il. First evidence on the pass-through of the APP

lll. APP side-effects and impact on liquidity

V. Foreign reserve selling undermining QE?
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QE assets clearly dominate the global valuation landscape

» Government bonds remain expensive but revaluations in spread sectors.
»  Equity markets have revalued following China correction.

» Valuation divergence present in EM.

Valuations by Percentile vs. Historical Norms, November 2015
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Sources: Thomson Reuters and BlackRock Investment Institute, 31 October 2015.
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Debt Fuelled Buybacks

» Buybacks have delivered the highest shareholder return of any form of capital management since 1985.
» Multiple expansions hiding flat or falling earnings. Japan is the exception.
» Tightening financial conditions should promote a renewed attentiveness towards revenue growth in 2016.

» Best markets in 2015 driven by earnings growth, same again in 2016.

U.S. Nonfinancial Firms Use of Debt, 1995-2015 Equity Returns by Source, 2015
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Sources: BlackRock Investment Institute, Federal Reserve and IMF, October 2015. Equity returns to November 30t 2015.
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Flow picture: clients move up the duration and risk curve

iShares flows into Euro money market and short-
term corporate bonds (cumulative flows $ mn)
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Source: iShares, Bloomberg as of December 2015

iShares flows into Euro government and
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Bid-offers optically still look ok

10Y bonds bid-ask spreads for select European
countries (price bp)
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Changes in the liquidity of FI futures and the EGB market

Fixed income futures on EUREX (in € bn)
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Post QE market changes: reduced market depth and ECB the biggest buyer

The depth of the order book for benchmark bonds Purchases of European government bonds by
from MTS-EBM (in € mn) different buyers in 2015, in € bn
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m Banks mAM m|ns+Pension* mForeign AM** = ECB

Intra-day data for benchmark bonds from MTS-EBM, calculated as (volume at  *) estimated **) US and Japanese investors
bid + volume at ask) / 2

Source: BIS, Commerzbank Research as of October 2015
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We expect foreign demand for U.S. Treasuries to be materially
diminished in an environment of sustained lower oil prices

Foreign official investors are net sellers of Treasuries...
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«.helping them fund large fiscal deficits
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BUT FOREIGN OFFICIAL & PRIVATE INVESTORS COMEBINED ARE ADDING NO
NEW DEMAND FOR TREASURTES OMN A NET BASTS
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Further topics for discussion

7.

Which changes to the design of the APP should be considered to
Increase its effectiveness and reduce negative side effects?

Which buying techniques/systems should be used to ensure
smooth execution as the APP progresses?

How can the ECB prepare an exit without causing larger
distortions?

Who takes over from the ECB buyer in an exit scenario?
Sovereign wealth funds?

Banks unlikely to fill the gap under tougher capital requirements

Will the mutual bond funds still be a reasonable source of buying
power after years of low and negative rates?

Implications from any unwind of excessive risk taking by investors

BLACKROCK’
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Negative interest rates are being passed over to investors

Deposit rate in CHF in DKK in EUR in SEK
High -0.75% -0.35% -0.20% -0.10%
Average -1.05% -1.09% -0.33% -0.65%
Low -1.75% -2.00% -0.50% -1.10%

Source: Deposit interest rates of the following banks as at November 2015: Bank Boston Home Equity, BNP Paribas, BNY Mellon, Caceis Bank Luxembourg SA, Citigroup Inc., Credit Suisse Group
AG, Danske Bank, JPMorgan Chase, KAS Bank NV, Northern Trust Corp, Banque Pictet & Cie SA, Royal Bank of Canada, State Street Bank & Trust
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Negative interest rates on 40% of outstanding European government bonds

% of marketable government bond with market value trading below 0%

70%

60%

50%

40%

30%

20%

10%

0%

Finland |
France INIIIINIGEGEGEGEGEGG
Neth. N

Slovakia NG

Germany I
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Yield seeking investors are increasingly pushed to the most risky part of the market

» Yield seeking behaviour has driven risk appetite.

» 2015 was a record year for issuance, with debt-financed M&A and share repurchases as main catalysts

Fixed Income Indices Yielding Over 4% US IG issuance vs M&A activity
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Source: BlackRock, Bloomberg, Citi as at November 2015
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How long can government bonds maintain risk diversification benefits at those
extreme levels?

» This reflects asset shortages across bonds and equities caused by QE.
» Reversal/reduction could stimulate material loss and limited diversification.

» A dormant volcano in an exit scenario?

Equity Bond Correlation and the Term Premium

30 02

25

00

5o 5
E . ]
515 02 ¢
E T
< g
|:|; 1.0 04 g
: g
f—

flE

AN

LY . W
'DE [ [ [ [ I T 'DE
200 201 202 20113 2014 2015
= Term FPremium =—— Equity Bond Correlation

Sources: Thomson Reuters, Federal Reserve, Goldman Sachs, BlackRock Investment Institute, data through 12 November 2015
Note: Equity/Bond correlation shows 90-day rolling correlation of daily returns for the S&P 500 and the US 10Y Treasury
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Market impact: volume evolution

Average Daily Trade Volume

(USD bn)
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European Fixed Income market by average daily volume
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Inflation is low but so is economic recovery

Current vs. Past Recoveries from Recession, U.S. and Eurozone Inflation Expectations & the Oil
1960-2015 Price
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Source: BlackRock Investment Institute as of December 2015
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Market based inflation expectations depend on instrument
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Global petrodollar investments to fall

» We estimate oil exporters’ aggregate current account surplus — a good proxy for global petrodollar
investments — will fall by ~$367 billion in 2015, with ~$293 billion coming from a reduced bid for U.S.
investments (assuming conservatively that 80% of petrodollar investments end up in U.S. either directly, or
indirectly via low-yielding current account surplus economies like Japan & Euro area).

Total petrodollar imports from US, Euro, China & Japan
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Source: BlackRock as at November 2015
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Chinese reserves flows

» Declining Chinese FX reserves are compounding the reduction in the petrodollar bid for U.S. investments,
with other EM central banks also likely to remain under pressure in 2016 as the Fed normalizes.

China Hot Money Flows [T3M, bn USD)
Adjested for USD movements
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Disclaimer

The following notes should be read in conjunction with the attached document:

»

Issued by BlackRock Investment Management (UK) Limited, authorised and regulated by the Financial Conduct Authority. Registered office: 12 Throgmorton Avenue, London, EC2N 2DL. Tel: 020
7743 3000. Registered in England No. 2020394. For your protection telephone calls are usually recorded. BlackRock is a trading name of BlackRock Investment Management (UK) Limited.

Past performance is not a guide to future performance and should not be the sole factor of consideration when selecting a product. All financial investments involve an element of risk. Therefore, the
value of your investment and the income from it will vary and your initial investment amount cannot be guaranteed. Changes in the rates of exchange between currencies may cause the value of
investments to go up and down. Fluctuation may be particularly marked in the case of a higher volatility fund and the value of an investment may fall suddenly and substantially. Levels and basis of
taxation may change from time to time.

Mandates we manage may be exposed to finance sector companies, as a service provider or as counterparty for financial contracts. In recent months, liquidity in the financial markets has become
severely restricted, causing a number of firms to withdrawn from the market, or in some extreme cases, becoming insolvent. This may have an adverse affect on the mandates we manage.

Any research in this document has been procured and may have been acted on by BlackRock for its own purpose. The results of such research are being made available only incidentally. The
views expressed do not constitute investment or any other advice and are subject to change. They do not necessarily reflect the views of any company in the BlackRock Group or any part thereof
and no assurances are made as to their accuracy.

This document is for information purposes only and does not constitute an offer or invitation to anyone to invest in any BlackRock funds and has not been prepared in connection with any such
offer.

This material is for distribution to Professional Clients (as defined by the FCA Rules) and should not be relied upon by any other persons.

Subject to the express requirements of any client-specific investment management agreement or provisions relating to the management of a fund, we will not provide notice of any changes to our
personnel, structure, policies, process, objectives or, without limitation, any other matter contained in this document.

No part of this material may be reproduced, stored in retrieval system or transmitted in any form or by any means, electronic, mechanical, recording or otherwise, without the prior written consent of
BlackRock.

© 2015 BlackRock, Inc. All Rights reserved. BLACKROCK, BLACKROCK SOLUTIONS, iSHARES, BUILD ON BLACKROCK, SO WHAT DO | DO WITH MY MONEY and the stylized i logo are
registered and unregistered trademarks of BlackRock, Inc. or its subsidiaries in the United States and elsewhere. All other trademarks are those of their respective owners.

¢ UNLESS OTHERWISE SPECIFIED, ALL INFORMATION CONTAINED IN THIS DOCUMENT IS CURRENT AS AT 8 JANUARY 2016.
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