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The bond purchase programme of the European Central Bank has caused a drought on the bond markets. As a result,
investors now have to take into account the liquidity risk on top of the interest rate risk and the default risk.
Market participants had been anxiously looking forward for weeks to further details on the corporate bond purchase
programme of the European Central Bank (ECB). All that was known was the fact that the ECB had plans to further loosen the
monetary policy by starting to include corporate bonds from Eurozone issuers from June onwards, but no additional details had
been divulged. The total volume of the bond purchase programme had already been raised in April from EUR 60bn to EUR
80bn per month.
At the ECB meeting of 21 April 2016, ECB President Mario Draghi has finally given additional details on the programme: the
purchase programme will also include corporate bonds from non-banks with a remaining time to maturity of 0.5 to 30 years,
as well as issues from insurance companies.
On the one hand rumours are that the ECB would continue flooding the market with more liquidity. But on the other hand,
many capital market participants (such as investment companies and asset managers) have pointed out an ongoing decline in
liquidity on the market. How is that to be interpreted?
The term “liquidity” comes with different connotations
The term “liquidity” is used across various areas in finance. However, it is crucial to differentiate between these uses,
especially between the liquidity on the bond market and the liquidity (liquid funds) of banks.
The size of the liquidity premium is also a question of the rating
Liquidity on the bond market denotes the market depth of bonds, i.e. what volumes can be traded without having to grant any
significant concessions as far as the price is concerned. Austrian government bonds are a good example of bonds with
sufficient levels of liquidity. For corporate bonds with lower ratings, liquidity is lower as well, which is why in terms of yield
these bonds have to offer a higher liquidity premium in addition to a higher default premium.

Bank liquidity for lending to the real economy
Liquidity in the context of banks refers to the funds banks have available as credit for the real economy and how easily they
can refinance at the respective central bank. By buying securities from commercial banks, the central bank is providing them
with liquid funds. The commercial banks pass on these funds as credit into the real economy with the goal of stimulating
economic growth.
Liquidity has declined massively on the bond market
Since 2008 liquidity on the bond markets (market depth) has deteriorated massively although the ECB has repeatedly
funnelled fresh money into the market. How does that add up? After the outbreak of the financial crisis, banks were incurring
significant losses, which also eliminated parts of their equity. This forced them into either sourcing new equity (which was
very difficult around that time) or reducing the volume of their business model. Many bond brokers – among them also big
American US investment banks – have therefore significantly downsized their fixed income sales and trading business or now
focus only on niches.
The number of market participants as well as the structure of the market liquidity of bonds has therefore massively changed,
or indeed, deteriorated. Other providers have seized this window of opportunity by offering new technologies. The userfriendliness of various trading platforms is increasing. But while it used to be enough for a big bond investor to approach five
trading partners in order to enter into a specific transaction, the same investor today has to contact a multitude of possible
counterparties. And even if a trading partner can been located, the nominal value that they would be prepared to trade is
substantially smaller than previously.

Nowadays the question “Where can I get this bond?” is therefore the focus of new market participants and new trading
platforms.
Since 2008 the volumes traded by investment banks (brokers) have decreased significantly. At the same time trading among
investors has increased noticeably. Chart 1 illustrates the fact that since 2008 the volume of bonds on the order books of
investment banks has decreased substantially in terms of market volume.
Chart: Market volume of corporate bonds in EUR bn – Volume of corporate bonds at monetary financial
institutions (MFIs) in EUR bn – Volume of corporate bonds at MFIs in percent of market volume (1998-2016)
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The current liquidity problems on the bonds market have provided some market participants with a new challenge.
Transaction costs rise drastically for active trading strategies in comparison with passive ones.
What effect does the problematic liquidity situation have on actively managed bond portfolios or investment
funds?
The liquidity risk has to be taken into account in the composition of the portfolio in addition to the interest rate risk and the
default risk.

The active management of a bond portfolio has to be increasingly based on derivatives or other liquid instruments that
correlate strongly with the underlying investment (e.g. Finnish government bonds with German bund future contracts)
The primary market is becoming more important still. This means that investors are increasingly subscribing to bonds at
issue as opposed to buying them later on the secondary market (as used to be the case).
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Wichtige rechtliche Hinweise
Hierbei handelt es sich um eine Werbemitteilung. Sofern nicht anders angegeben, Datenquelle ERSTE-SPARINVEST Kapitalanlagegesellschaft m.b.H.,
Erste Asset Management GmbH, RINGTURM Kapitalanlagegesellschaft m.b.H. und ERSTE Immobilien Kapitalanlagegesellschaft m.b.H. Unsere
Kommunikationssprachen sind Deutsch und Englisch.
Der Prospekt für OGAW-Fonds (sowie dessen allfällige Änderungen) wird entsprechend den Bestimmungen des InvFG 2011 idgF erstellt und im
„Amtsblatt zur Wiener Zeitung“ veröffentlicht. Der vereinfachte Prospekt der ERSTE Immobilien Kapitalanlagegesellschaft m.b.H. wird entsprechend
den Bestimmungen des ImmoInvFG 2003 idjF erstellt und im „Amtsblatt zur Wiener Zeitung“ veröffentlicht. Für die von der ERSTE-SPARINVEST
Kapitalanlagegesellschaft m.b.H., Erste Asset Management GmbH, RINGTURM Kapitalanlagegesellschaft m.b.H. und ERSTE Immobilien
Kapitalanlagegesellschaft m.b.H. verwalteten Alternative Investment Fonds (AIF) werden entsprechend den Bestimmungen des AIFMG iVm InvFG
2011 „Informationen für Anleger gemäß § 21 AIFMG“ erstellt.
Der Prospekt, die „Informationen für Anleger gemäß § 21 AIFMG“, der vereinfachte Prospekt sowie die Wesentliche Anlegerinformation/KID sind in der
jeweils aktuell gültigen Fassung auf der Homepage www.erste-am.com bzw. www.ersteimmobilien.at abrufbar und stehen dem interessierten Anleger
kostenlos am Sitz der jeweiligen Verwaltungsgesellschaft sowie am Sitz der jeweiligen Depotbank zur Verfügung. Das genaue Datum der jeweils
letzten Veröffentlichung des Prospekts bzw. des vereinfachten Prospekts, die Sprachen, in denen die Wesentliche Anlegerinformation/KID erhältlich
ist sowie allfällige weitere Abholstellen der Dokumente sind auf der Homepage www.erste-am.com bzw. www.ersteimmobilien.at ersichtlich.
Diese Unterlage dient als zusätzliche Information für unsere Anleger und basiert auf dem Wissensstand der mit der Erstellung betrauten Personen
zum Redaktionsschluss. Unsere Analysen und Schlussfolgerungen sind genereller Natur und berücksichtigen nicht die individuellen Bedürfnisse
unserer Anleger hinsichtlich des Ertrags, steuerlicher Situation oder Risikobereitschaft. Die Wertentwicklung der Vergangenheit lässt keine
verlässlichen Rückschlüsse auf die zukünftige Entwicklung eines Fonds zu.
Da es sich hierbei um einen Blog handelt, werden die in den jeweiligen Einträgen angegebenen Daten und Fakten sowie Hinweise nicht aktualisiert.
Diese entsprechen dem Redaktionsstand zum oben angeführten Datum. Die jeweils aktuellen Daten und Hinweise in Bezug auf Fonds entnehmen Sie
bitte den Angaben unter dem Menüpunkt „Fondssuche“ auf www.erste-am.at.
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