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English_General 

This presentation was prepared exclusively for the benefit and internal use of the J.P. Morgan client to whom it is directly addressed and delivered (including 
such client’s subsidiaries, the “Company”) in order to assist the Company in evaluating, on a preliminary basis, the feasibility of a possible transaction or 
transactions and does not carry any right of publication or disclosure, in whole or in part, to any other party.  This presentation is for discussion purposes only 
and is incomplete without reference to, and should be viewed solely in conjunction with, the oral briefing provided by J.P. Morgan.  Neither this presentation nor 
any of its contents may be disclosed or used for any other purpose without the prior written consent of J.P. Morgan. 

The information in this presentation is based upon any management forecasts supplied to us and reflects prevailing conditions and our views as of this date, all 
of which are accordingly subject to change.  J.P. Morgan’s opinions and estimates constitute J.P. Morgan’s judgment and should be regarded as indicative, 
preliminary and for illustrative purposes only.  In preparing this presentation, we have relied upon and assumed, without independent verification, the accuracy 
and completeness of all information available from public sources or which was provided to us by or on behalf of the Company or which was otherwise reviewed 
by us.  In addition, our analyses are not and do not purport to be appraisals of the assets, stock, or business of the Company or any other entity.  J.P. Morgan 
makes no representations as to the actual value which may be received in connection with a transaction nor the legal, tax or accounting effects of 
consummating a transaction.  Unless expressly contemplated hereby, the information in this presentation does not take into account the effects of a possible 
transaction or transactions involving an actual or potential change of control, which may have significant valuation and other effects. 

Notwithstanding anything herein to the contrary, the Company and each of its employees, representatives or other agents may disclose to any and all persons, 
without limitation of any kind, the U.S. federal and state income tax treatment and the U.S. federal and state income tax structure of the transactions 
contemplated hereby and all materials of any kind (including opinions or other tax analyses) that are provided to the Company relating to such tax treatment and 
tax structure insofar as such treatment and/or structure relates to a U.S. federal or state income tax strategy provided to the Company by J.P. Morgan. 
J.P. Morgan's policies on data privacy can be found at http://www.jpmorgan.com/pages/privacy.  

J.P. Morgan’s policies prohibit employees from offering, directly or indirectly, a favorable research rating or specific price target, or offering to change a rating or 
price target, to a subject company as consideration or inducement for the receipt of business or for compensation.  J.P. Morgan also prohibits its research 
analysts from being compensated for involvement in investment banking transactions except to the extent that such participation is intended to benefit investors. 

IRS Circular 230 Disclosure:  JPMorgan Chase & Co. and its affiliates do not provide tax advice.  Accordingly, any discussion of U.S. tax matters 
included herein (including any attachments) is not intended or written to be used, and cannot be used, in connection with the promotion, marketing 
or recommendation by anyone not affiliated with JPMorgan Chase & Co. of any of the matters addressed herein or for the purpose of avoiding U.S. 
tax-related penalties. 

J.P. Morgan is a marketing name for investment banking businesses of JPMorgan Chase & Co. and its subsidiaries worldwide. Securities, syndicated loan 
arranging, financial advisory and other investment banking activities are performed by a combination of J.P. Morgan Securities LLC, J.P. Morgan Limited, 
J.P. Morgan Securities plc and the appropriately licensed subsidiaries of JPMorgan Chase & Co. in EMEA and Asia-Pacific, and lending, derivatives and other 
commercial banking activities are performed by JPMorgan Chase Bank, N.A.  J.P. Morgan deal team members may be employees of any of the foregoing 
entities. 

This presentation does not constitute a commitment by any J.P. Morgan entity to underwrite, subscribe for or place any securities or to extend or arrange credit 
or to provide any other services. 
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QE experience: US and UK 

 In the US and UK the lasting legacy of QE is the market segmentation caused by large QE purchases of bonds with low 
notional outstanding. These bonds trade with larger than average bid-offer spreads and market makers are reluctant to short 
them even if securities lending facilities are in place  

 We do not see changes in the composition of the investor base post-QE 

 In the US experience, expectations about tapering announcement caused massive volatility.  

 

Some off-the-runs suffer from poor liquidity   Some off-the-runs suffer from poor liquidity   

US bonds: Free-float for post-QE bonds and other bonds, 
Fed ownership; $bn 
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QE experience so far: Euro area govies (1) 

Market depth has fallen more in Germany than in the US 

1W moving average of market depth in 10Y Bund futures1 and 10Y US Treasury notes2; €mn and $mn respectively 
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 Market depth has fallen more in Germany than in the US in relative terms, hinting that QE can be blamed 

 In general the role of regulation is more important than QE distortions: low market depth in case of market volatility is here  
to stay  

 

Source: Brokertec, Eurex, J.P. Morgan 
1 Average size of the top three bids and offers on front and back Bund futures, averaged between 8am and 3pm (Frankfurt time) daily. 
2 Average size of the top three bids and offers for the on-the-run 10Y Treasury note, averaged between 8:30 am and 10:30 am daily. 
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QE experience so far: Euro area govies (2) 

 Flexibility in the execution of the programme is necessary, but the message is confusing regarding: 

 Market neutrality and average maturity of purchases across jurisdictions 
 Extent of frontloading to avoid large purchases in the summer months 
 ECB council stance over market volatility 

 A special QE (zero net-issuance in the benchmark market, negative yields at the short end of the curve) 
distorted valuations massively leaving investors guess what the new bond “fair value” is 

 RV: the number and size of market dislocations is broadly unchanged compared to the pre-QE period but 
uncertainty over QE rules of the game and wider bid-offer spreads has reduced players involved in  
RV trading 

 Some disconnect between secondary market and primary market levels during some syndicated deals 
and auctions makes price discovery more difficult 

 OTC purchases vs. reverse auctions: small purchases during the day are preferable to large reverse 
auctions given the recent experience of  price swings around DMO auctions 
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QE experience so far: SSA 

SSA curves have seen many dislocations since the QE announcement 

 At the moment the SSA market is distorted by ECB purchases in secondary market. Price discovery in the primary market is 
more difficult than pre-QE period.  

  The announcement of QE created some misalignments on the SSA curves that have not been fully corrected 

 We expect the market to adjust fairly smoothly to the end of the purchases 

(5)
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QE experience so far: Covered bonds and ABS 

 The covered bond market benefits from ECB purchases in both primary and secondary markets, making price discovery 
easier than in SSA 

  However secondary market liquidity has deteriorated notably since Programme launch 

 Loss of sponsorship from credit-type accounts and rates-type with pan-product mandates due to expensiveness. We expect 
these investors to return after the end of the programme as primary market will find a new equilibrium 

 ABS: no sign of pick up in issuance despite the ECB effort, poor secondary market liquidity 

 

Source: ECB & J.P. Morgan 
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How did the flows change into the beginning of ECB QE?  

Source: ECB, J.P. Morgan 
1 Includes a small portion of agency purchases 
2 Quarterly data evenly split across months, in line with flow information 
3 Sum of Germany, France, Italy and Netherlands 

 In April banks were net sellers for €2bn, contrary to usual €2bn+ purchases for the month 

 Japanese investors were large sellers of Germany and France in the first week of April 

 Large net issuance in March did not require any aggressive selling to the ECB, April will be more interesting give the large 
negative net issuance based on total Euro area government debt (central government bond issuance was close to  
zero in April) 

 

New flows into Euro area government bonds; €bn 

Euro area MFIs and especially Japanese investors were net sellers of Euro debt in April 

Net foreign purchases 

Net government 
issuance ECB QE1 

Net MFI 
purchases 

Net inv. fund 
purchases2 

Other 
domestics Total 

Net Japanese 
purchases3 Other 

1H14 266 0 74 39 131 22 (20) 42 

2H14 42 0 (3) 16 40 (10) 6 (16) 

Jan-15 54 0 52 9 (26) 19 7 12 

Feb-15 34 0 (1) 9 32 (6) 2 (8) 

Mar-15 55 42 (11) 9 (5) 20 (1) 21 

Apr-15 (28) 42 (2) N/A N/A (17) (16) (1) 

Mar-15 65 45 N/A N/A N/A N/A N/A N/A 
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ECB QE: impact on repo markets 

 Richening of GC repo vs. OIS, caused by: 

 QE purchases (removal of collateral, increase of cash in the system) 

 TLTROs (increase of cash in the system)  

 Compression of core and peripheral GC repo rates, caused by: 

 Some Eurosystem securities lending facilities favour lower quality vs. core collateral swap 

 Market segmentations: peripheral collateral is more concentrated with domestic players who are not 
keep to lend the bonds out 

 Wider bid-offer spreads on repos, caused by: 

 Uncertainty over GC – OIS spread and scarcity driving repo specialness 

 Investor base rotation, caused by:  

 Traditional players hoarding collateral 

 Richer levels bring new players willing to give collateral out 

 Securities lending facilities are necessary to keep spreads in check even if no one plans to make regular 
use of them 

 Market expectation that the securities lending facilities will be kept open even after QE ends 
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Conclusions 

Issue 
When? Which 
asset class? Impact 

Purchases of bonds w ith low outstanding During and after 
QE; govies 

 Wider bid-offer spreads, trader reluctance to end up short despite securities 
lending facilities 

Clarity on purchases across maturities, 
frontloading, stance over market volatility During QE; govies  More market players, better market liquidity if rules of the game are clearer 

Where is fair value for 10Y Bunds? During and after 
QE; govies 

 Volatile markets under QE, also uncertainty over long lasting impact of QE on 
term premia 

Bond RV trading During and after 
QE; govies 

 QE is not having an impact on market dislocations, but wider bid-offer spreads 
on repo trades are a deterrent to RV trading 

Tapering During QE;  
govies 

 The US experience show s that any hint of tapering might cause significant 
volatility, communication has to be handled carefully 

Market depth During and  
after QE; all  QE reduces market depth but regulation is a much more important factor 

Price discovery around primary issuance During QE;  
govies, SSA 

 Market distortion due to ECB presence in secondary markets only; adjustment 
expected after QE 

Change in investor base During QE; all  Value sensitive investors abandon expensive asset classes but are expected 
to return as soon as valuations normalise 

 

Regulatory impact During and after 
QE; all 

 Cumulative impact of new capital ratios, MiFID and CSDR to reduce 
balance sheet and market maker ability to provide liquidity 
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report, the research analyst denoted by an “AC” on the cover or within the document individually certifies, with respect to each security or issuer that the research analyst covers 
in this research) that: (1) all of the views expressed in this report accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part 
of any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the research analyst(s) in 
this report. For all Korea-based research analysts listed on the front cover, they also certify, as per KOFIA requirements, that their analysis was made in good faith and that the 
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Company-Specific Disclosures: Important disclosures, including price charts and credit opinion history tables, are available for compendium reports and all J.P. Morgan–
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Disclosures 

  
General: Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan Chase & Co. or its affiliates and/or subsidiaries 
(collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any disclosures relative to JPMS and/or its affiliates and the analyst's involvement with the issuer 
that is the subject of the research. All pricing is as of the close of market for the securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as of the date 
of this material and are subject to change without notice. Past performance is not indicative of future results. This material is not intended as an offer or solicitation for the purchase or sale of 
any financial instrument. The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as recommendations of 
particular securities, financial instruments or strategies to particular clients. The recipient of this report must make its own independent decisions regarding any securities or financial 
instruments mentioned herein. JPMS distributes in the U.S. research published by non-U.S. affiliates and accepts responsibility for its contents. Periodic updates may be provided on 
companies/industries based on company specific developments or announcements, market conditions or any other publicly available information. Clients should contact analysts and execute 
transactions through a J.P. Morgan subsidiary or affiliate in their home jurisdiction unless governing law permits otherwise.  
  
"Other Disclosures" last revised March 28, 2015.  
 
Copyright 2015 JPMorgan Chase & Co. All rights reserved. This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of J.P. 
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