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Don't count on QE= until it hatches

1/ Those hoping the Federal Reserve will soon announce another round of =alance sheet expansion found support in the
release of the August 1st=/sup> FOMC meeting minutes |ast week. More specifically, the minutes ind=cated the Fed is
inclined to embark on additional asset purchases &#=220;fairly soon”, unless we observe a "substantial and sustainable
strengthening” in economic activity<=up>1. Furthermore, if "QE3" is to be enacted, the Fed =ould likely make it open-
ended, i.e., purchases will last until =he data tell it to stop2. We were surprised by this tone, as =e thought the Fed held
the same view as us - that the weakness in Q2 was t=ansitory.

<=pan style="color:black">2/ The backdrop for the August 1st</=up> meeting was indeed weak: three consecutive
payroll releases in the 60-=0K range, three straight retail sales in negative territory (first time si=ce ‘08) and a dip in the
ISM manufacturing to below 50. Sinc= the meeting, however, incoming data were broadly stronger: 163K in July p=yrolls
and a very strong rebound in retail sales, On the downside, durab=e goods orders were very weak, which in our
estimation reflects the =orsening crisis in Europe in June-July3. If true, the sharp d=cline in orders should partially
rebound, following the dramatic shift in =CB policy. We will be watching the next batch of manufacturing surveys f=r
signs of stabilizing export orders.

<= class="MsoNormal"> <=p>

3/ A few Fed speakers confirmed that the mi=utes are now somewhat outdated. Speakin= to CNBC late last week, St.
Louis Fed President Bullard remarked that t=e minutes are “stale” and that “some data since [the Aug=st FOMC
meeting] is stronger.” More broadly, the tone was more upb=at than his July 16 interview. Atlanta Fed President
Lockhart, oft=n seen as a median voter on the FOMC, has also acknowledged the recent str=ngth in the data; comparing
his August 23rd interview to his Ju=y 13th interview, Lockhart seemed to have materially shifted =0A his stanced.

4/ Upcoming data will likely sta= relatively upbeat. Based on fewer new claims for unemployment insurance=in August,
the next payroll report should be nearly as strong as the July =ne5. It's still too early to gauge how August ret=il sales are
shaping up, but our best guess is that spending will remain b=tter than in the March-June period, in part, thanks to the
acceleration in=real income. Finally, business sentiment will probably look a touch bett=r, as the new ECB policy
initiative gradually rebuilds confidence in=the region. All in all, we think the data will look better in the coming=2-3
months. It is hard to judge whether this improvement qualifies as &#=220;substantial and sustainable strengthening”,
but at the ver= least, we think the data will convince the Fed to “wait and seeR=1;.
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5/ So wh=t can we expect from the Jackson Hole symposium? Since it's an acade=ic forum, new ideas for monetary
policy, such as the ones recently c=nsidered by the Fed, ECB, and the Bank of England, will likely be me=tioned. But we
caution against expecting a repeat of the 2010 symposium,=where Bernanke telegraphed QE26. Bernanke may well
mention th= scope for more accommodation, but he is likely to emphasize the condition=lity of new easing, especially in
light of improving data and Draghi=lowering the downside risk from Europe. Draghi was originally slated to =peak at
Jackson Hole, but announced today that he will remain in Frankfurt=to hammer out the operational and technical details
of the ECB's new=bond-buying plan.

&6/ As for the following Fed meeting=, the trivial way forward for the Fed is to deploy the communication tool =
extending the period for which “rates will remain exceptionally low=#8221; from “late 2014" into 2015. This policy
move, w=ich we think will be announced in the September meeting, represents more o= an update than a means of
monetary accommodation. Meanwhile, Operation =wist 2.0 s still ongoing, and given the better momentum in the data,
we=think the Fed will adopt a wait-and-see approach for a few more mont=s, contrary to what the August meeting
minutes suggest. If we do get ano=her round of asset purchases eventually, it will probably be in response t= a badly
managed fiscal cliff. We still think this possibility is =ore likely to materialize around the turn of the year.=/p>

=/span>
Michael Vaknin

=p class="MsoNormal">Chief Economist, J.P. Morgan Private Bank</=:p>
</=:p>

[1] To guote from=the minutes: “Many [of the 12 voting] me=bers judged that additional monetary accommodation
would likely be warrant=d fairly soon unless incoming information pointed to a substantial a=d sustainable
strengthening in the pace of the economic recovery."=o:p>

[2]

[3] Comments from the Beige Book prepared for the Augus= FOMC meeting support the pullback in demand from
Europe. In particular,=the Cleveland Fed reported that they “continued to hear reports about a weakening in orders
from European cus=omers”; in the Richmond Fed district, “A producer of gas turbi=es said that economic problems in
Europe had reduced his company's exports=by fifty percent”; and, the Chicago Fed noted, “exporter= noted a decline in
demand from Europe in China.”

[4] In a 21 August speech, Dennis Lockhart commented that “th=re is a risk to monetary policy being employed too
ageressively.” =his signifies a pullback from his 13 July comments where he said wit=out employment growth the current
policy stance will become "untenab=e" and the Fed will need to do more.

=00

The July employment report s=owed an increase of 163k nonfarm jobs. Since the number of initial joble=s claims
declined from 388k during the payroll survey week in July t= 372k in August, this suggest another month of payrolls in
the neighborhoo= of 150k.

=p class="MsoNormal"=[6] <=span>The title of Chairman BernankeR=7:s speech, “Monetary Policy Since the Crisis,”
suggests his c=mments are likely to be backward-looking, rather than a projection o= policy. Another reason he is less
likely to use the Jackson Hole forum =o discuss policy is that he now regularly has the opportunity to address p=licy
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following FOMC meetings (four times each year). Press conferences d=d not begin until April 2011 (after his August 2010
"QE2"= speech).

=p class="MsoNormal">

Acronyms:

ECB =#8211; European Central Bank

Fed - Federal Reserve

FOMC —= Federal Open Market Committee
QE — Quantitative Easing

&nbs=;

IRS Circular 230 Disclosure: JPMorgan Chase & Co. and its a=filiates do not provide tax advice. Accordingly, any
discussion of U.5=2E tax matters contained herein (including any attachments) is not intende= or written to be used, and
cannot be used, in connection with the p=omotion, marketing or recommendation by anyone unaffiliated with
JPMorgan =hase & Co. of any of the matters addressed herein or for the purpose=of avoiding U.5. tax-related penalties.
Mote that J.P. Mor=an is not a licensed insurance provider.

=p class="MsoMNormal"> <=span>
<=span:

In the United Kingdom, this material is approved by 1.P. Morgan In=ernational Bank Limited (JPMIB) with the registered
office located at 25 B=nk Street, Canary Wharf, London E14 5P, registered in England No.=03838766 and is authorised
and regulated by the Financial Services Authori=y. In addition, this material may be distributed by: JPMorgan Chase
Bank= N.A. [JPMCB) Paris branch, which is regulated by the French banking a=thorities Autorité de Controle Prudentiel
and Autorité des Mar=hés Financiers; J.P. Morgan (Suisse) 5A, regulated by the Swiss Fina=cial Market Supervisory
Authority; JPMCB Bahrain branch, licensed as a con=entional wholesale bank by the Central Bank of Bahrain (for
professional c=ients only); JPMCE Dubai branch, regulated by the Dubai Financial Se=vices Authority.

o=>

<= ¢class="MsoMNormal"=In Hong Kong, th=s material is distributed by JPMorgan Chase Bank, N.A. [JPMCB) Hong Ko=g
branch except to recipients having an account at JPMCB Singapore branch =nd where this material relates to a Collective
Investment Scheme (ot=er than private funds such as private equity and hedge funds) in which cas= it is distributed by
J.P. Morgan Securities (Asia Pacific) Limited (J=MSAPL). Both IPMCB Hong Kong branch and JPMSAPL are regulated by
t=e Hong Kong Monetary Authority.

=/span>

In Singapore, this material is distributed by JPMCE Singapore branc= except to recipients having an account at JPMCB
Singapore branch and wher= this material relates to a Collective Investment Scheme (other than=private funds such as a
private equity and hedge funds) in which case it i= distributed by J.P. Morgan (5.E.A.) Limited (JFMSEAL). =oth JPMCE
Singapore branch and JPMSEAL are regulated by the Monetary Autho=ity of Singapore.
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=0D

This mess=ge has been prepared by personnel in the (Sales and Trading Departments)of=one or more affiliates of I.P.
Morgan Chase & Co. and is not the=product of l.P. Morgan's Research Department. It is =0A not a research report and is
not intended as such. This materia= is for the general information of our clients and is a “solicitatio=" only as that term
is used within CFTC Rule 1.71 (a)(9){v) and 23=2E605(a)(9){v) promulgated under the U.5. Commodity Exchange Act=2E

Each recipient of this presentat=on, and each agent thereof, may disclose to any person, without limitation= the US
income and franchise tax treatment and tax structure of the transa=tions described herein and may disclose all materials
of any kind (i=cluding opinions or other tax analyses) provided to each recipient insofar=as the materials relate to a US
income or franchise tax strategy provided =o such recipient by JPMorgan Chase & Co. and its subsidiaries.&nbs=; Should
you have any questions regarding the information cont=ined in this material or about J.P. Morgan products and services,
plea=e contact your J.P. Morgan private banking representative. Additiona= information is available upon request. “J.P.
Morgan” is=0D the marketing name for JPMorgan Chase & Co. and its subsidiari=s and affiliates worldwide. This material
may not be reproduced or circu=ated without J.P. Morgan's authority, © 2012 JPMorgan Chase =amp; Co. All rights
reserved. =04

=0A,
This email is confidential and subject to imp=rtant disclaimers and conditions including on offers for the purchase or s=le

of securities, accuracy and completeness of information, viruses, confi=entiality, legal privilege, and legal entity
disclaimers, available at htt=://www.jpmorgan.com/pages/disclosures/email.
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