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Interest Rate Risk Management Weekly Update October 14, 2014
Fed Speak & Economic News:

U.S. Economic DataTurbulence in the Market

Current Rate Environment

� Wholesale inventories increased by 0.7% MoM vs 0.3% expected

� Initial jobless claims printed at 287k vs 295k, which suggests that job creation 

continued in early October

� The import price index decreased by 0.5% MoM vs -0.7% expected

� The world economy continued to slide last week. On Tuesday, the International Monetary Fund cut its global economic growth

forecast in 2014 by 0.4 percent to 3.3 percent, sending markets tumbling. Data from Germany, traditionally the Eurozone’s

powerhouse economy, continue to be very disappointing, with exports having fallen by the most since the start of the global financial

crisis in January 2009 and industrial production having declined far more than expected. The IMF indicated that there is a forty

percent chance that the Eurozone falls into another recession, which would be the third recession of the last five years.

� Despite a brief light at the end of the tunnel following easing monetary policy efforts from Prime Minister Shinzo Abe, Japan again

sees gloom in the form of another recession. Growth continues to be impeded by a consumption tax increase that went into effect

earlier this year as Japan looks for ways to pay down its onerous public debt. Abe now faces a tough decision in approving a second

tax increase at year-end. Raising taxes now would help bring the country’s public finances in order before its population grows too
old to pay for it, though it would also increase the rise of stifled growth prospects.

� The strengthening US dollar is likely to bode well for the eurozone and Japan as they benefit from a much-needed boost to their

slumping economies. Exporters in those nations will be more competitive as their goods become relatively less expensive and

costlier imports defend against deflation. The greenback’s persistent rise, however, is beginning to be a source of unease for

domestic policy makers as they pay closer attention to its effects on the broad economy. Some FOMC members, noted in the

September’s Fed Minutes, are concerned about disinflationary pressures from a stronger currency as well as a less than favorable

impact on domestic economic growth.

� In response, some investors are betting on a later start to an increase in interest rates. US short-term interest rate futures on

Wednesday reached levels that suggest a less-than-fifty percent chance of a rate hike at the end of second quarter in 2015. Federal

Reserve members continue to be troubled by the private sector’s disregard for their forecasts. St. Louis Federal Reserve Governor

James Bullard commented on Friday that the market is making a “mistake” by ignoring the Fed’s projection.
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The CBOE Volatility index, constructed 

by using volatility levels implied by 

S&P 500 stock index options prices, hit 

21.24 on Friday, which is above its 20-

year average of 20.8. Markets were 

rattled by a number of things: a 

stronger dollar, forecasts released 

from the IMF, bleak economic data 

from the eurozone, a European 

Central Bank that is finding it difficult to 

combat the prospect of deflation, an 

Ebola outbreak continuing to spread, 

and various Fed governors speaking 

throughout the week. With the Fed 

expected to fully end QE at its next 

meeting on Oct 28-29, the protracted 

era of ultra-low volatility resulting from 

an easy monetary policy is likely to 

end with it. Source: Bloomberg, Financial Times, Wall Street Journal

Date Indicator For Forecast Last

15-Oct Retail Sales Advance MoM Sep (0.2% ) 0.6%

15-Oct PPI Final Demand MoM Sep 0.1% 0.0%

15-Oct Empire Manufacturing Oct 20.95 27.54

16-Oct Industrial Production MoM Sep 0.4% (0.1% )

16-Oct Philadelphia Fed Business Outlook Oct 19.8 22.5

17-Oct Univ. of Michigan Confidence Oct P 84.0 84.6

17-Oct Housing Starts Sep 1005k 956k



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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