Interest Rate Risk Management Weekly Update August 24, 2015

Current Rate Environment

Short Term Rates Thursday  Prior Week Change
1-Month LIBOR 0.20% 0.20% 0.00% ©O
3-Month LIBOR 0.33% 0.32% 001% A
Fed Funds 0.25% 0.25% 0.00% ©O
Fed Discount 0.75% 0.75% 0.00% ©O
Prime 3.25% 3.25% 0.00% ©O
US Treasury Yields

2-year Treasury 0.62% 0.72% (0.10%)
5-year Treasury 1.43% 1.60% 0.17%)
10-year Treasury 2.04% 2.20% 0.16%)
Swaps vs. 3M LIBOR

2-year 0.90% 1.02% 0.12%)
5year 1.60% 1.77% 0.17%)
10-year 2.16% 2.32% (0.16%)

Fedspeak & Economic News:

US Treasury yields drifted lower by as many as 15 basis points last week, after the release of dovish FOMC minutes, a rise in risk
aversion, and a selloff in commodities.

In the United States, the highlight of the week was the release of the July FOMC minutes (Wednesday), which were perceived as
dovish by the majority of market participants. Committee members appeared split on the idea of beginning the hiking cycle in
September, when the Fed will meet next. The expected path of inflation seems to be the line drawn in the sand and whether it will
soon meet the criteria for raising short-term rates. Members on the other side of the aisle argued that the economy and labor market
have already made material progress. However, events since the meeting have probably weighed on the Fed’s outlook, with more
committee members likely hopping aboard the bandwagon of not being reasonably confident that it is time for a rate hike.

Some committee members noted that they “continued to see downside risks to inflation from the possibility of further dollar
appreciation and declines in commodity prices”. It appears their concerns were warranted: The WTI prompt has declined by about 17
percent since the Fed's meeting and briefly traded below a $40 handle on Friday (the last time it did so was right after the collapse in
oil prices in 2008), while the greenback has appreciated by 1.5 percent since then, according to the Fed's Trade-Weighted U.S.
Dollar Index. As a result, the Fed's measure of expected inflation, the 5-year forward breakeven inflation rate (the yield difference
between nominal Treasury bonds and Treasury inflation-protected securities), has declined by 21 basis points since the FOMC
concluded its last meeting on July 29. Uncertainty surrounding China has been the catalyst of a flight-to-quality.

Global risk aversion reared its head as concerns about China’s growth outlook resurfaced when the People’s Bank of China
devalued the yuan. The moved served as a signal to markets that Chinese growth could slow and since the country’s economy is
less transparent, relatively speaking, uncertainty is high. Keep in mind that the July FOMC meeting happened before China’s central
bank made a move, and since so much emphasis will be placed on the first rate hike, the fact that the market has pinned less than a
25 percent likelihood on a Fed hike in September (source: Bloomberg) should reinforce the notion that Fed could wait, yet again.
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Disclaimer

This communication is generated by the derivatives sales & trading unit of KeyBank and conveyed as commentary on economic, political and/or market conditions or, in
some cases, may be considered to be a general solicitation for entering into derivatives transactions, as contemplated under Commodity Futures Trading Commission
(“CFTC’) Regulation 23.605, and is not a “research report” as defined therein. This communication is not to be construed as a recommendation or opinion with respect to
any derivative or trading strategy involving a derivative for purposes of CFTC Part 23 Regulations. This communication does not take into account the investment
objectives, financial conditions, or needs of individual parties and is not intended to serve as a basis for entering into a derivatives transaction or to suggest, in any manner,
that a party should enter into a particular derivatives transaction or trading strategy involving a derivative. Parties should consult their own advisors for opinions and advice
on whether to enter into any derivatives transaction or trading strategy involving a derivative. The information contained herein has been obtained from sources deemed to
be reliable but it is not represented to be accurate, complete or objective. In providing this information, neither KeyBank nor any affiliate of KeyBank is acting as your agent,
broker, advisor, or fiduciary, or is offering any tax, accounting, or legal advice regarding these instruments or transactions. KeyBank may have current positions or
strategies that may be inconsistent with any views expressed herein.
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