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Interest Rate Hedging Update - July 2015

July’s meeting of the ECB Governing Council was in line with market expectations for no changes to monetary policy. Thus, purchases under its QE programme will
continue to run at a rate of €60 billion per month until at least September 2016. The Governing Council statement emphasised it willingness to act further if any “factors
were to lead to an unwarranted tightening of monetary policy or if the outlook for price stability were to materially change”. ECB President Mario Draghi stated that the
Central Bank would “respond to such a situation by using all the instruments available within its mandate”. So, it is clear that the ECB retains an easing bias and is
prepared to take additional action if required to meet its price stability objective. In terms of its assessment of the macro backdrop, the ECB has taken encouragement
from the fact that the downside risks for the Eurozone’s economic outlook have “generally been contained” as a result of its monetary policy decisions. It expects the
economic recovery to “broaden further” and a “gradual increase” in inflation over the coming years.

Not surprisingly, ‘Greece’ dominated the question and answers section of the press conference, with all but a handful of questions being about the country. President
Draghi announced that the Governing Council had “completely and fully” accommodated a request from the Bank of Greece regarding Emergency Liquidity Assistance
(ELA) to Greek banks. ELA is to be increased by €900m, bringing the total to just under €90bn, while there was no change to collateral requirements. The President justified
the decision to increase ELA by noting that “several positive” things had happened, including the Greek parliamentary vote. However, he stated that it is “hard to predict”
when the situation with Greek banks would return to a more ‘normal’ situation, emphasising that the decision regarding capital controls is the responsibility of the Greek
government. Meanwhile, in terms of this week’s payment of €3.5bn due to the ECB from Greece, President Draghi expressed confidence that this obligation would be met.
Indeed, he commentated that the evidence and information (incl. the approval of a bridge financing package) at his disposal indicates that the ECB payment will be
honoured today. Meantime, on the issue of ‘debt sustainability’, the President said that “its uncontroversial that debt relief is necessary”. But, he made the point that the
key factor is what type of debt relief is most suitable within the ECB’s legal framework. Overall then, the ECB meeting provided few surprises. The ECB is satisfied that its
recent monetary policy decisions are contributing to its medium term objective of returning inflation “towards levels below, but close to, 2%”.

With the risk of deflation abating the era of low fixed rates may be nearing an end, if you would like to discuss in more detail , why not talk to your treasury relationship
manager.
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>> Disclaimer

These products may not be suitable for your particular circumstances; therefore it is strongly reccommended that if you have not already done so you should consult an independet professional
advisor. This publication is for information purposes and does not constitute investment advice and is not an invitation to deal . The information is believed to be reliable but is not guaranteed. Any
expressions of opinions are subject to change without notice. This publication is not to be reproduced in whole or in part without prior permission. In the Republic of Ireland it is distributed by Allied
Irish Banks, p.l.c. In the UK it is distributed by Allied Irish Banks, plc and Allied Irish Banks (GB). In Northern Ireland it is distributed by First Trust Bank. In the United States of America it is
distributed by Allied Irish Banks, plc. Allied Irish Banks, p.l.c. is regulated by the Central Bank of Ireland. Allied Irish Bank (GB) and First Trust Bank are trade marks used under licence by AIB
Group (UK) p.l.c. (a wholly owned subsidiary of Allied Irish Banks, p.l.c.), incorporated in Northern Ireland. Registered Office 92 Ann Street, Belfast BT1 3HH. Registered Number NI 018800.
Authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. In the United States of America, Allied Irish Banks,
p.l.c., New York Branch, is a branch licensed by the New York State Department of Financial Services. Deposits and other investment products are not FDIC insured, they are not guaranteed by any
bank and they may lose value. Please note that telephone calls may be recorded in line with market practice.




