
  

 

  

Interest Rate Risk Management Weekly Update October 27, 2014 
Fed Speak & Economic News: 

U.S. Economic Data Re-capitalizing European Banks 

Current Rate Environment 

 Existing home sales printed better than expected at 5.17M vs consensus of 

5.10M 

 CPI for September increased 0.1% compared to 0.0% expected 

 Market US Manufacturing PMI was reported lower to 56.2 compared to survey 

of 57.0; the number still remains well in expansion territory 

 New home sales were just below expectation at 467k vs 470k consensus; the 

prior reading was revised lower by 38k to 466k 

Source: Bloomberg 
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Compared to the stress tests of 2011 

and 2010, the more recent 

assessment by the ECB has been 

based on tougher measures and is 

meant to provide more transparency 

over a bank’s assets. Of the 25 

banks that failed the test, producing 

a capital shortfall of approximately 

€25B, 12 have been given credit 

raising capital after the December 

2013 deadline. Of the 13 others, Italy 

had four banks (the highest of any 

country) and Greece had two that 

have still not met the requirement of 

8% Tier 1 capital and will need to 

raise another €3.3B and €2.7B, 

respectively. These shortfalls come 

on the low end of expectations. 

 

 Despite volatility subsiding last week, it remains elevated, which is reflective of heightened uncertainty around the Fed’s timeline for 

rate normalization. When the Fed concludes its two-day meeting on Thursday, it is likely that we will see the end of asset purchases. 

Some, including St. Louis Fed President James Bullard, have called for extending asset purchases beyond the end of the month as 

long-term inflation prospects remain subdued. The over 20-percent fall in the price of crude oil from its YTD peak, coupled with a 

stronger US dollar and feeble global growth prospects support the argument. However, a delay in tapering will be viewed by the 

market as extremely dovish and would indicate that the Fed has lost confidence in growth prospects.  

 Instead, the central bank will likely reiterate that the decision to hike rates will be data dependent. In addition, market participants 

believe that the phrase “considerable time” will remain in the Fed’s forward-guidance language because Fed members remain 

cautious given recent mixed economic data. We have seen continued progress in the labor market and the manufacturing sector, 

while the housing market has been slow to recover, despite rays of optimism beginning to shine through; the recent drop in 

mortgage rates should help bolster the housing market. Consumer inflation (CPI) in September inched higher, bringing the year-

over-year rate to 1.7 percent; a healthy level, but below the Fed’s two percent goal. The meeting will not follow with a press 

conference nor will SEP projections be provided. 

 Results from the ECB’s capital assessment of 130 banks were released on Sunday, providing some upbeat news for an economy 

that so desperately needs it. Despite the fact that 25 banks will need to raise additional capital, the rest, according to the ECB and 

the European Banking Authority, have met the more stringent stress thresholds to outlast the next economic crisis, and those that 

have not are well on their way to plugging the gaps. See the chart below for additional information. 

 Reuters reported that the ECB is considering corporate bond purchases and may announce its decision as soon as December. It is 

worth mentioning that some ECB officials have denied the report. The market, however, continues to price in balance sheet 

expansion from the central bank. ECB officials will meet on November 6, expectantly bringing some clarification on the matter. 

 

Short Term Rates Friday Prior Week Change

1-Month LIBOR 0.15% 0.16% (0.01% ) 

3-Month LIBOR 0.23% 0.23% 0.00% 

Fed Funds 0.25% 0.25% 0.00% 

Fed Discount 0.75% 0.75% 0.00% 

Prime 3.25% 3.25% 0.00% 

US Treasury Yields 

2-year Treasury 0.39% 0.37% 0.02% 

5-year Treasury 1.50% 1.41% 0.09% 

10-year Treasury 2.27% 2.19% 0.08% 

Swaps vs. 3M LIBOR 

2-year 0.69% 0.69% 0.00% 

5-year 1.72% 1.66% 0.06% 

10-year 2.46% 2.40% 0.06% 

Date Indicator For Forecast Last

27-Oct Markit US Serv ices PMI Oct P 57.8 58.9

27-Oct Pending Home Sales MoM Sep 1.0% (1.0% )

28-Oct Durable Goods Orders Sep 0.4% (18.2% )

28-Oct Consumer Confidence Index Oct 87.0 86.0

29-Oct Fed QE3 Pace Oct $0B $15B

30-Oct GDP Annualized QoQ 3Q A 3.1% 4.6%

30-Oct Personal Consumption 3Q A 1.9% 2.5%

31-Oct Personal Income Sep 0.3% 0.3%



  

 

  

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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