FEDERAL RESERVE BANK OF MINNEAPOLIS

BANKING AND POLICY STUDIES

Minneapolis Options Report — Feb 24™

Median inflation expectations rose for both the 1- and 5-year tenors over the two week period. The market
probability of high inflation, defined as the market probability of more than 3% inflation, has risen in
unison for both tenors since August 31, 2016. Treasury prices were lower, while LIBOR rates increased
modestly. The S&P 500 returned 3% over the two week period; the 20 banks and 11 insurance firms we
follow outperformed the market index, returning 5.1% and 4%, respectively. MPD standard deviation
was lower for the S&P 500 by an average -0.6 percentage points; banks and insurance posted similar
declines. Notably, 8 insurance firms posted 12-month lows for MPD standard deviation within the past 4
weeks. The dollar was stronger against all currency we follow. Since the start of the year (January 1,
2017) the dollar has gained against all currencies.

Inflation

Market-based inflation expectations derived from caps and floors on the CPI for 1- and 5-year periods
were higher for both tenors. The 1-year increased by 5.2 bps to 2.36% and the 5-year rose by 4.9 bps to
2.19%. The increased level registered by the 1-year tenor is shown for reference (see figure, below).
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Additional detail:

e Since August 31, 2016 the market probability of high inflation has risen by 0.5 percentage points
per week, on average, for both tenors (see chart, below).
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Market Probability of High Inflation
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Treasury prices fell over the two week period: The 5-year was lower by -0.4%, and the 10-year decreased
by -0.5%. As a result, yields rose. Changes in MPD standard deviation have been flat for both tenors
since November 30, 2016. MPD skews currently signal neutral bias. Both LIBOR tenors were higher;
the 3-year tenor rose by 12 bps, and the 5-year tenor increased by 23 bps. The 5-year tenor experienced
the largest movements in MPD metrics with MPD standard deviation rising by 0.2 percentage points and
the skew increasing by 1.1. MPD skews for both tenors signal investor bias towards higher future LIBOR
rates.

Banks and Insurance Companies

The S&P 500 jumped by 3% over the past two weeks to a new 47-month high. MPD standard deviation
fell slightly for both the 6- and 12-month tenor by an average of -0.5 percentage points. The 20 banking
firms we follow outperformed the S&P 500, posting a 5.1% return. The 11 insurance companies we
follow rose by 4% on average, also outperforming the broader market index.

Additional details:

e  While MPD standard deviation for banks fell in line with the S&P 500 at -0.3 percentage points,
the average decrease for insurance companies was nearly 4 times larger at -1.3 percentage points.
Notably, within the past 4 weeks, MPD standard deviation for 8 of the 11 insurance firms is at a
12-month low implying that investor uncertainty has fallen for the firms in question.

Other Markets
e The iShares US Real Estate Index underperformed the market, returning 2.4%. Its MPD standard
deviation fell in line with the broader market, decreasing by -0.33 percentage points.
e The dollar was stronger against all currencies we follow; MPD standard deviation was lower for
all tenors. The dollar has positive gains against all currencies since the start of this year. In
particular the dollar has gained the most against the yen (see plot, below).
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US Dollar Gains Since 1/1/2017
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Gold and silver moved in opposite directions. Gold was lower by -0.5%; however, silver was
higher by 1.4%. MPD standard deviation fell by -0.45 percentage points for both metals, on
average.

WTI crude increase by 0.4% over the 2 week period. MPD standard deviation fell by -2
percentage points setting a new 1-year low.

Soybeans fell by -3.1%, while wheat increased by 3%. MPD standard deviation increased for
both corn and wheat by an average of 2.8 percentage points, signaling that investor uncertainty
has risen for both crops.

Lean hogs registered a -1.3% decline, while the MPD standard deviation rose by 0.9 percentage
points.
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Inflation MPD Statistics as of February 22, 2017

Indicator Latest 2-Week Change 1-Year Trend Long-Term Range
with min/max points with median, IQR, and max/min
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Medium-to—-Long Bond Price MPD Statistics as of February 22, 2017
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Short Interest Rates MPD Statistics as of February 22, 2017

Latest 2-Week Change 1-Year Trend
with min/max points
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Equity Index MPD Statistics as of February 22,

Latest 2-Week Change 1-Year Trend
with min/max points
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Exchange Rate MPD Statistics as of February 22, 2017

Latest 2-Week Change 1-Year Trend
with min/max points
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Metal and Energy Commodity MPD Statistics as of February 22, 2017
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Agricultural Crop Commodity MPD Statistics as of February 22, 2017
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Agricultural Livestock Commodity MPD Statistics as of February 22, 2017
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Bank MPD Statistics as of February 22, 2017

Indicator Latest 2-Week Change 1-Year Trend Long-Term Range
with min/max points with median, IQR, and max/min
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11.55 Aug31l last 46 months
17 Feb2s 11.42
SunTrust 11.42% -0.35% ‘ 782 r--[fT1------- 4 19.05
11.22 Aug24 last 47 months
1760 FED25 12.02
State Street 12.02% -0.33% ‘ "\f\,\\,/’\,\h,\,,\,\E 88l F--C I F------ 4 18.49
11.82 Febl5 last 47 months
19.02 Mar06 13.36
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1405 FEb25 01
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774 Oct26 last 47 months
17.68 Sept 10,25
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7.86 Sep07 last 47 months
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Indicator Latest
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Source: FactSet

Bank MPD Statistics as of February 22, 2017

2-Week Change
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MPD Skew (3—Month Expiry)
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Bank MPD Statistics as of February 22, 2017

Indicator Latest 2-Week Change 1-Year Trend Long-Term Range
with min/max points with median, IQR, and max/min

Market Probability of —20% or More Decline (3—Month Expiry)

8.42 Marl0 3.37
American Express 3.37% -0.72% ‘ W 188 bef L ]--mm--- 4 10.35
1.85 Sep07 last 47 months
14.65 Feb25 8.34
Bank of America 8.34% -0.88% ‘ W 3B k- F------- 4 17.74
4.75 Augl7 last 47 months
o4 FeD25 429
BB&T 4.29% _ 0.38% % 168 [ J-------- 4 12.22
318 Jul27 last 47 months
Julos 11.29
Barclays 11.29% -0.6% ‘ 23 SSVIA VI 28 F--{f------- 4 28.98
747 Mar03 last 47 months
11.21 Feb25 4
Bank of NY Mellon 4% -0.41% ‘ \f\/\m 12 r-forF------- 4 15.17
381 Jan25 last 47 months
1463 FeD25 6.07
Citigroup 6.07% -0.88% ‘ ‘\N\[\/\M\ 198 k- L }------- 4165
3.69 Jan25 last 47 months
1364 FED25 6.66
Capital One 6.66% -0.3% ‘ \M 164 - L J------ 4 15.15
448 Jan25 last 47 months
3024 "5 15,01
Credit Suisse 15.01% -0.4% ‘ '\/\/\/‘\'N\/\N-—-v— 287 b [T Je------- 4 34.48
513 Aug24 last 47 months
23.73 Japil 10,05
Deutsche Bank 10.05% -2.4% ‘ 49 r--[ I J----- 4 2373
10.05 Feb22 last 41 months
12.84 Jup29 806
Fifth Third 8.06% ~0.59% ‘ VAN W o 099 F--[ I F------ 4 17.06
541 Augl7 last 47 months
1076 Feb25 464
Goldman Sachs 4.64% -0.79% ‘ \\A/’\—\J«w/\’\—\ 179 - L ------ 4131
22 Sep07 last 47 months
11.07 Feb25 4.2
JP Morgan 4.2% -0.89% ‘ ‘W\W‘\J‘ 13 p--CLJ------- 4 11.65
264 Jan25 last 47 months
1557 Feb25 922
Keycorp 9.22% -0.11% ‘ \,\A’\//\'W/\T 192 b= { T _J------ 4 16.35
549 Jan25 last 47 months
13.09 "R 77
Morgan Stanley 7.7% -1.7% ‘ “’V\/'\«VW\/\ 257 b= -[L - ------ 4 18.01
37 Sep07 last 47 months
022 Feb25 3.76
PNC Financial 3.76% -0.43% ‘ \\,\,\JJ\\A/V\,J\B 143 b - L J------- 4 1055
376 Feb22 last 47 months
18.44 Ju.IOG 9.24
Regions Financial 9.24% -1.2% ‘ NS A 33 k- ------- 42023
4.72
Aug31l last 46 months
12.92 Jun22 529
SunTrust 5.29% -0.041% (VA WPy 173 k-0 ]------- 4158
528 Aug31l last 47 months
14.77 Juioe 6.19
State Street 6.19% -0.77% ‘ AN 226 F--[TJ------- 4 1574
591 Febl5 last 47 months
18.15 Mar06 7.8
UBS 7.28% A 153 F - —Dj ——————— 4 1815
153 D?c/31 last 22 months
069 FED25 314
US Bancorp 3.14% -0.078% ‘ W 0ot r-[LJ-------- 4 9.69
1.64 Jan25 last 47 months
9.41 Sepi4 385
Wells Fargo 3.85% -0.68% ‘ [ 1Bk J------- 4 9.93
158 Sep07 last 47 months

Source: FactSet Page 11 of 16
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Indicator
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Source: FactSet

Insurance Company MPD Statistics as of February 22, 2017

Latest 2-Week Change 1-Year Trend
with min/max points
MPD Standard Deviation (3—Month Expiry)
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Insurance Company MPD Statistics as of February 22, 2017
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Insurance Company MPD Statistics as of February 22, 2017
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Insurance Company MPD Statistics as of February 22, 2017
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