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QE2: impacts and limits  

Overview CITIC Securities Research 
  
The Mid-term elections in the US will not have significant economic impact as 
the stimulus is about to be completed. As wished by Republicans, austerity 
will come, but in a much less aggressive manner in comparison with the Euro 
zone. Only the Fed can now veritably support the economy via a possible 
new wave of QE. The problem with such a policy is if it will exacerbate global 
imbalances and exchange rate disruptions. This uncooperative approach of 
the US will probably complicate the discussions of the coming G20 summit in 
Seoul in November. 

 

Focus: QE2: impacts and limits 

Confronted with a deceleration of activity due to the tightening of fiscal 
policies, the central banks of Western economies are currently maintaining 
their securities purchase programs and discussing the option of renewing 
and reinforcing their QE (Quantitative Easing) policy. The Fed is the most 
advanced for considering the case of a QE2. QE2 is very likely to be 
announced in the next FOMC meeting (November 2-3). We expect the size 
of the program will be between USD 500 bn-USD 1tn, the implementation to 
be progressive, bonds and possibly MBS to be the assets purchased, and 
the impact to be limited.  

Indeed, given the divisive thoughts of FOMC members including whether a 
new QE is needed, whether QE is really effective, and whether alternatives 
exist, the limited size of the program will produce limited effects. Moreover, 
the purchase amount is likely to be small, as in our view, GDP growth will be 
stronger than expected in coming months. QE2 is unlikely to have a major 
economic impact after announcement, as the market has already factored in 
the QE2 expectation. As a result of this, we do not expect the US dollar to be 
weakened further. The impact on commodity prices depends on how 
progressive the QE2 is and how much assets will be purchased ultimately. 
The commodity price is likely to accelerate but to move within a mild band 
under our current scenario. 

The limits of these new QE policies are visible in the long-term. They put the 
mandate of central banks to keep the control of inflation and their 
independency at risk, are powerless in the context of deleveraging, increase 
the risk exposure of central banks in relation to possible large fluctuations of 
government bond prices, reduce the incentive of governments to decrease 
their deficit urgently as they could finance it more easily and less costly, 
contribute to the instability of foreign exchange market. 
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Disclaimer 

This research report is for information purposes only and should not be construed as an offer to sell or the solicitation of an offer to buy or sell any 

securities in any jurisdiction. The securities referred to in this report may not be eligible for sale in some jurisdictions. The information contained in this 

report has been compiled by CITIC Securities Brokerage (HK) Limited (formerly known as CITIC Capital Securities Limited)  ("CSBHK") from sources that 

it believes to be reliable and (subject to the next paragraph) the opinions, analysis, forecasts, projections and expectations contained in this report are 

based on such information and are expressions of belief only and no representation, warranty or guarantee is made or given by CSBHK or any other 

person as to its accuracy or completeness. All opinions and estimates expressed in this report are (unless otherwise indicated) entirely those of CSBHK 

as of the date of this report only and are subject to change without notice. Neither CSBHK nor its parent and affiliates accept any liability whatsoever for 

any direct or consequential loss arising from any use of material contained in this report or otherwise arising in connection therewith.  

The research analyst(s) primarily responsible for the preparation of this research report confirms that (i) all of the views expressed in this 

research report accurately reflect his or her personal views about any and all of the subject securities or issuers; and (ii) that no part of his or 

her recommendation was, is or will be, directly or indirectly, related to the specific recommendations or views he or she expressed in this 

report. 

Any investment referred to herein may involve significant risk, may be illiquid and may not be suitable for all investor. The value of or income from 

any investment referred to herein may fluctuate and be affected by changes in exchange rate. Past performance is not indicative of futures results. This 

report does not take into account the investment objectives, financial situation or particular needs of any particular person. Investors are expected to 

make their own investment decision without relying on this publication. Before acting on any advice or recommendation in this report, clients are 

recommended to consider seeking professional advice. 

CSBHK, its parent and/or affiliates and their respective officers, directors and employees, including persons involved in the preparation or issuance of 

this report, may from time to time (1) have a consulting, investment banking or broking relationship with any company referred to in this report; and (2) 

have provided significant advice or investment services to the companies referred to in this report. One or more directors, officers and/or employees of 

CSBHK, its parent and/or its affiliates may be a director of the issuers of the securities mentioned in this report. 

If this report is being distributed by a financial institution other than CSBHK or its affiliates, that financial institution is solely responsible for 

distribution.  Clients of that institution should contact that institution to effect a transaction in the securities mentioned in this report or require further 

information.  This report does not constitute investment advice by CSBHK to the clients of the distributing financial institution, and neither CSBHK, its 

parent, its affiliates, and their respective officers, directors and employees accept any liability whatsoever for any direct or consequential loss arising from 

their use of this report or its content. 

This research report is strictly confidential to the recipient and is not intended for persons in places where the distribution or publication of this report 

is not permitted under the applicable laws or regulations of such places. 

This research report may not be reproduced, distributed or published by any person for any purpose without the prior consent of CSBHK. All rights 

are reserved.  

No part of the analyst compensation was, is or will be directly related to the specific recommendations or views contained in this research report. 

Further information on the securities discussed in this report is available upon request. 

 

Investment rating system 

Performance of stock or sector relative to MSCI-China over next 6 months after research publications 

  Rating Remark 

Buy Relative performance over MSCI-China Index >20% 

Overweight Relative performance over MSCI-China Index 5% ~ 20% 

Hold Relative performance over MSCI-China Index -10% ~ 5% 

Sell Relative performance over MSCI-China Index > -10% 

Stock rating 

NR Not rated 

Outperform Relative performance over MSCI-China Index >10% 

Neutral Relative performance over MSCI-China Index -10% ~10% Sector rating 

Underperform Relative performance over MSCI-China Index > -10% 
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