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January 19, 2016
Fedspeak & Economic News:

= The US Treasury market rallied sharply for the second week in a row, with the curve finishing a bit steeper. It is unlikely that the
impressive rally has been driven by the Fed rate hike we saw about a month ago. The hike was largely priced into the market at the
time. Instead, it is far more likely that the recent market turmoil has been catalyzed by the freefall of China’s equity market, which
has sparked investor concern about the stability its economy.

= |fyou recall, Chinese officials stabilized their equity markets last August, but before the year finished, Chinese equities took a dive
in anticipation of the end of the sales ban on large investors and new supply via fresh IPOs. On top of that, weak industrial profits,
led by state-owned enterprises, also paved the way for further market anxiety. However, recent economic data eased some of the
fears of a hard landing as annualized GDP growth from the world’s second largest economy was reported at 6.8 percent for the
fourth quarter. The not-as-bad-as-expected slowdown also brought a lift in market sentiment as it was deemed just enough by some
traders to warrant additional stimulus measures from Beijing. Economists believe China’s evolution toward a consumer-driven
economy still has some growing pains to work through, suggesting additional volatility in the near term, but remain broadly
optimistic.

= Crude oil extended its slide, due largely to two main factors: the first is a reduction in anticipated global demand as China and the
rest of the world have a reduced growth outlook. The International Monetary Fund cut its forecast for world economic growth for the
third time this year, to 3.4 percent from 3.6 percent. The second factor is on the supply side. The prospect of Iranian crude coming
to market as sanctions are lifted has helped push the price of oil below $30/barrel. The International Energy Agency said global oil
markets could “drown in oversupply”, as an estimated 300K Bbl/day are expected to come into the market at the end of the first
quarter. Global inventories have risen by approximately 1 billion barrels in 2014-2015, with an additional build of 285 million barrels
expected in 2016. This has strained storage facilities and further exacerbates the oil glut. Yields will have a hard time trending
higher with the decline in oil prices via decreased inflation expectations.

Declining Chinese Foreign Exchange Reserves The Week Ahead
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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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