% BARCLAYS

\
\

Monitoring and assessment of bond market depth and liquidity

Jan Lundstrom
Managing Director, Head of Euro Rates Trading

ECB BMCG meeting 12t October 2016

Not For Further Distribution or Distribution To Retail Investors. For Discussion Purposes Only.




Liquidity: Recent developments

Barclays LCS Report — September 2016 BofA Merrill Lynch survey (liguidity conditions)
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Source: BofA Mermill Lynch Global Fund Manager Survey.
A bond’s Liquidity Cost Score (LCS) represents the cost of immediately executing a round _ o »
- - S Survey question asked: “How would you rate liquidity conditions (eg depth of markets
trip transaction for a standard institutional trade narrowness of bid-offer spreads, ease of execution, etc) at this time?".

Source: Barclays Quantitative Portfolio Strategy (LCS Report — September 2016, 5 October 2016), Bank of England Financial Stability Report ]uly 2016, BofA Merrill Lynch Global Fund Manager Survey
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Capital & Liquidity Regulation: impact on Real Economy via Market Liquidity & other channels

Gross impact of Requlatory Reforms on Bank Funding Costs (summary of academic studies)
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Wyman analysis
-—- Average pre-tax return on assets for 2014-20151

* Increase in Transaction Costs, reduced ability of end users to hedge market risks without time lag and/or market
impact.

» More risk passed on to end users (Liquidity Gap)
* Higher liquidity premia for most issuers.

* Lending Channel: increased price of credit from banks raising capital and TLAC levels (assuming pass-through of
funding costs).
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The Liquidity Gap Infographic | - More risk may be passed on to investors
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The liquidity gap creates
a transfer of risk.

Barclays Research Insights on

After the 2008 The repo market

financial crisis, new

global bank regulations I I ula that banks

were passed. n ¢
The decline of fixed income liquidity in 2015 can be seen as a gap P | e e |

between supply and demand. Banks are supplying less liquidity, yet
investors are still demanding more of it. The result? Potentially

severe losses in fixed income.
$4.6 TRILLION
TO $2.2 TRILLION

BANK o 2015
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Less liquidity Fewer safe*,
supplied by short-term
banks. assets available.

The

Bond trading
turnover has fallen
since the credit
crisis by more than

40+ 20%

Source: TRACE, Bloomberg, Source: SIFMA,
Barclays Research Barclays Research

Inventory of
Treasury Bills is
down by more than

LIQUIDITY:
The ease of trading a financial security quickly,
efficiently and at a reasonable price.

Source: Barclays Research
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The Liquidity Gap Infographic Il - More risk may be passed on to investors

Investors want more safe,

short-term assets. Since 2099

But the traditional sources are increasingly m hﬁs bﬂﬂ

unavailable. Instead, investors turn to

investments that offer daily liguidity. ,$1 ¢2 mll—l.'o"

in inflows

What are the potential risks?

MUTUAL
FUNDS p CASH

ETFs &

More risk may be passed
on to investors.

Investments in mutual funds involve added
risk, where such funds hold underlying
investments in potentially illiquid fixed
income assets, such as corporate bonds.

R\S\(I

Stay on top of this and other topics at barclays.com/IB

Source: “The decline in financial market liquidity,”
prepared by Jeff Meli, Co-Head of Barclays Research Department.

* See The Liquidity Gap Glossary on barclays.com/|B for full definition.

© Copyright Barclays Bank PLC 2015

Source: Barclays Research
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Real money investors adapting to liquidity conditions

* Asset Manager holding period has increased — a Asset manager average asset holding period, 2010-2015

reaction to (1) trade sizes decreasing and (2) market (# months)
impact of trades increasing?

+3m

* QE: reduced impact on volatility around market events?

* QE: back-stop also leading investor comfort with risk,
and longer holding periods?

* Increased end user focus on market structure:

* MiFID II: high impact on buy-side (especially
relative to other recent regulatory changes)

» Asset manager focus on technology and/or new
ECNSs as a source of liquidity High Yield FI Emerging Markets FI US FI

m2010 2015

1. Holding period is calculated as 1/ tumover-ratio, and the average is absolute for all of the
funds in the asset class hat have been open from 2010 to 2015.

* Order Management Systems (OMS) development

» Extension of regulatory framework & calibration issues

Source: Oliver Wyman, Momingstar
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IRS CIRCULAR 230 DISCLOSURE: Barclays does not provide tax advice.

BARCLAYS 1S A FULL SERVICE SECURITIES FIRM. In the normal course of offering investment banking products and services to clients. Barclays may act in several capacities (including issuer, market maker, underwriter, distributor, index sponsor, swap
capacities (including issuer, market maker, underwriter, distributor, index sponsor, swap counterparty and calculation agent) simultaneously with respect to a product, giving rise to potential conflicts of interest which may impact the performance of a product.

rise to potential conflicts of interest which may impact the performance of a product.

This communication is from a Barclays Sales and/or Trading desk and is not a product of the Barclays Research department. Any views expressed may differ from those of Barclays Research.

Barclays Research.

Any views and in this (together, “Views”) are short-term views of the Barclays Sales and/or Trading desk from which it originates (the “Authors”). This communication has not been produced, reviewed or approved by Barclays’s

“Authors”). This ication has not been produced, reviewed or approved by Barclays’s Research department, and is not subject to any prohibition on dealing ahead of the dissemination of research. The Views are not objective or independent of the interests
the dissemination of research. The Views are not objective or independent of the interests of the Authors or other Barclays Sales and/or Trading desks, who are active participants in the markets, investments or strategies referred to in this communication. The
participants in the markets, investments or strategies referred to in this communication. The Views are not a personal recommendation and do not take into account whether any product or transaction is suitable for any particular investor.

whether any product or transaction is suitable for any particular investor.

Barclays, its affiliates and associated personnel may at any time acquire, hold or dispose of long or short positions (including hedging and trading positions) which may impact the performance of a product.

impact the performance of a product.

THIS COMMUNICATION IS PROVIDED FOR INFORMATION PURPOSES ONLY AND IT IS SUBJECT TO CHANGE. IT IS INDICATIVE ONLY AND IS NOT BINDING.

Barclays is not offering to sell or seeking offers to buy any product or enter into any transaction. Any transaction requires Barclays’ subsequent formal agreement which will be subject to internal approvals and binding transaction documents. Without limitation to

1

be subject to internal app and binding tr ion d Without limitation to the fc ing, any may also be subject to review by Barclays against its published Tax Principles.
published Tax Principles.
Barclays is not responsible for the use made of this communication other than the purpose for which it is intended, except to the extent this would be prohibited by law or regulation.

regulation.
OBTAIN INDEPENDENT PROFESSIONAL ADVICE BEFORE INVESTING OR TRANSACTING. Barclays is not an advisor and will not provide any advice relating to a product. ~Before making an investment decision, investors should ensure they have
product.  Before making an investment decision, investors should ensure they have sufficient information to ascertain the legal, financial, tax and regulatory consequences of an investment to enable them to make an informed investment decision.

of an investment to enable them to make an informed investment decision.

Barclays is not responsible for information stated to be obtained or derived from third party sources or statistical services.

Any past or simulated past performance (including back-testing) contained herein is no indication as to future performance.

All opinions and estimates are given as of the date hereof and are subject to change. Barclays is not obliged to inform investors of any change to such opinions or estimates.

This communication is being directed at persons who are professionals and is not intended for retail customer use.

For important regional disclosures you must read, click on the link relevant to your region. Please contact your Barclays representative if you are unable to access.

EMEA Disclosures
APAC Disclosures

Please note that (i) any discussion of US tax matters contained in this communication (including any attachments) cannot be used by you for the purpose of avoiding tax penalties; (ii) this communication was written to support the promotion or marketing of the

purpose of avoiding tax penalties; (ii) this communication was written to support the promotion or marketing of the matters addressed herein; and (iii) you should seck advice based on your particular circumstances from an independent tax advisor.

independent tax advisor.
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This communication is confidential and no part of it may be reproduced, distributed or transmitted without the prior written permission of Barclays.

Barclays offers premier investment banking products and services to its clients through Barclays Bank PLC. Barclays Bank PLC is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation
Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority and is a member of the London Stock Exchange. Barclays Bank PLC is registered in England No. 1026167 with its registered office at 1 Churchill Place, London
registered in England No. 1026167 with its registered office at 1 Churchill Place, London E14 5HP.

© Copyright Barclays Bank PLC, 2016 (all rights reserved).
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