Interest Rate Risk Management Weekly Update December 5, 2016

Current Rate Environment

Prior Week Today's Change

Short Term Rates Friday
1-Month LIBOR 0.65%
3-Month LIBOR 0.95%
Fed Funds 0.50%
Fed Discount 0.75%
Prime 3.50%
US Treasury Yields

2-year Treasury 1.10%
5-year Treasury 1.82%
10-year Treasury 2.38%
Swaps vs. 3M LIBOR

2-year 1.36%
Syear 1.86%
10-year 2.28%
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Fedspeak & Economic News:

The stock market, bond yields, core inflation, US dollar, and oil prices all moved higher last week amid the continuous flow of
global economic news and events. At home, the November labor market report was somewhat mixed but perfectly in line with
what the Federal Reserve considers acceptable, and investors firmly believe the last hurdle was cleared for a rate hike to be
announced at the December FOMC meeting. Measures of core inflation moved higher as measured by 5yr TIPS break-evens,
which widened to over 2.1 percent. Abroad, OPEC reached a landmark deal to curtail production by 1.2 million barrels per day
with more cuts to follow from non-OPEC members, sending oil prices to 16-month highs. Meanwhile, comments from incoming
U.S. Treasury Secretary Steven Mnuchin partly suggested an increased supply of longer dated treasuries as the term structure of
US debt could shift. He was quoted as saying, ‘we will look at potentially extending the maturity of the debt because eventually we
are going to have higher interest rates, and that is something this country is going to need to deal with.” When asked about 50yr or
100yr maturity bonds, he added that ‘we’ll take a look at everything and see what makes sense.” As with previous introductions of
new types of treasuries, it would likely take a few years of preparing markets before any new issuances could be sold, but the
message received by investors was that rates would not be held down forever.

With no major US economic data releases this week and the Fed entering the blackout period of speaking events prior next
week’s FOMC meeting, attention shifts to Europe. The European Central Bank concludes its policy meeting on Thursday and
could decide the fate of the quantitative easing program. Consensus expectations are that the program will be extended by six
months past the otherwise March 2017 maturity. ECB President Mario Draghi will also have to contend with the ever increasing
political dysfunction in the Eurozone. Italy’s Prime Minister Matteo Renzi is set to resign following Italy’s “No” vote on its proposed
constitutional referendum, raising the specter of years of gridlock as various political groups jockey for power and sending the
euro to a 20-month low. Unlike with Brexit and the surprise results of the US presidential election, market participants were far
more prepared for the Italy’s result, enabling the euro to rebound as the news was fully digested.

Nearing Full Employment The Week Ahead

Headline numbers in November's jobs = The blackout period of Fedspeak begins Tuesday ahead of the December
12.0 - Average Monthly Change report showed further improvement in the 13-14 FOMC Meetin
in Fed's Labor Market 9
Conditions Index overall labor force. Nonfarm payrolls = The ECB will conclude its policy meeting on Thursday; an extension of QE is
increased +178k for the month, in line expected, though other measures could be announced
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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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