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Over the past two weeks, market-implied inflation expectations fell for all inflation tenors we follow.
Changes in market-based probability distribution (MPD) standard deviations were negligible for all
tenors, indicating that investor uncertainty has held steady over the reporting period. MPD skew
increased suggesting bias is moving towards higher future inflation. The S&P 500 returned -6.6% and its
MPD standard deviation climbed by an average 3.0% for the 6- and 12-month tenors, indicating an
increase in market-implied uncertainty. The banking and insurance firms we follow, on average,
underperformed the market, posting returns of -11.3% and -9.4%, respectively. Increases, in MPD
standard deviations for each industry, were on par with that produced by the S&P 500. The dollar was
stronger against the pound with the USD-Pound pair posting a four-year low in its spot price; however,
the dollar was weaker against both the yen and euro. MPD skew for the USD-euro pair increased sharply
and was positive, indicating investor bias is moving towards a stronger euro. WTI crude lost -15.0%
while its MPD standard deviation soared by 7.3 percent during the turbulent 2-week reporting period.

Inflation

Market-based inflation expectations derived from caps and floors on the CPI for 1-, 2-, and 5-year tenors
fell over the 2-week period to 1.01%, 1.13%, and 1.31%, respectively. The decrease can be seen best by
the 5-year tenor in the chart below.
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Additional detail:
e Changes in MPD standard deviations were negligible across all tenors signaling market-implied
uncertainty has flattened over the two week reporting period.
e The probability of low inflation (market probability of less than 1% inflation) sharply increased
across all tenors indicating a rise in tail risk; the current levels are well above the 75™ percentile
for the past 48 months of observations (see chart below).
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Interest Rate

Spot prices for all Treasury tenors rose over the two week period, and yields fell. MPD standard
deviation was higher for both the 5- and 10-year tenors and overall levels remain elevated relative to
historic observations. The 3-year and 5-year LIBOR tenors fell by -34 and -42 basis points, respectively.
The the 5-year expiry settled at 1.05%, a new 1-year low. The market probability of less than 1% LIBOR
for the 5-year tenor jumped sharply by 12 percentage points to 47.8% over the two week period,
indicating an increase in investor tail risk. Changes in MPD standard deviation for both LIBOR tenors
were negligible reflecting that market-implied uncertainty has held steady for short-term rates.

Banks and Insurance Companies

The S&P 500 lost -6.6% over the past two weeks and MPD standard deviation rose by an average of 3.0
% for the 6- and 12-month tenors. The bank firms we follow posted a -11.3% return, dramatically
underperforming the market. MPD standard deviation registered an industry average increase of 3.2%,
suggesting that investor uncertainty has moved higher for most banking firms. The insurance firms we
follow underperformed the market with a -9.4% return and produced a similar increase in MPD standard
deviation with banks, moving upwards by 3.2%.

Additional details:

e Foreign Banking Organizations (BCS, CS and DB) experienced the largest 2-week increases in
MPD standard deviation as the chart below demonstrates.

Bank MPD Statistics as of January 21, 2016
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e New 1-year highs for MPD standard deviation were set for 12 of 21 banking institutions and 7 of
11 insurance firms, demonstrating the rising investor uncertainty in these industries.

e 11 of 21 banking institutions set new 1-year highs for market probability of -20% or more
decline, indicating increasing tail risk for these institutions. Tail risk for STT, in particular, rose
by 5.4% setting a new 4-year high.

Other Markets
e iShares US Real Estate Index underperformed the market, returning -8.6%. The change in MPD
standard deviation was in line with the MPD standard deviation change posted by the S&P 500.



Market Prob of -20%

The dollar was significantly stronger against the pound, as spot prices for the USD-Pound pair
fell by 3.2%, setting a new 4-year low. The dollar was weaker against the euro and the yen. Of
note, the MPD skew for the USD-Euro pair moved above its 75" percentile this week to 0.08
signaling increasing bias towards a comparatively weaker dollar. MPD standard deviation for the
USD-Yen pair increased by 1% signaling increasing investor uncertainty around the currency
pairing.

MPD skew for gold rose to 0.06, near its 4-year high of 0.11. This signals investor bias has
settled towards higher future gold prices.

Agricultural crops experienced small changes with respect to MPD standard deviations and MPD
skew over the 2-week reporting period. The level of uncertainty, as measure by MPD standard
deviation, remains low relative to respective 4-year levels. Agricultural livestock had mixed
returns of -6.1% for cattle and 0.2% for hogs.

WTI crude experienced a -15% decrease in spot price over the 2-week reporting period. MPD
standard deviation increased by 7.3%, setting a new 4-year high and indicating that investor
uncertainty has significantly jumped during the current market turbulence. Tail risk, as measured
by a market decline of -20% or more, has also set a new 4-year high after jumping by 5.1% to
31.42%. The sharpness of these changes can be clearly seen below.

Metal and Energy Commodity MPD Statistics as of January 21, 2016
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Inflation MPD Statistics as of January 20, 2016
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Medium-to—Long Bond Price MPD Statistics as of January 21, 2016
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Short Interest Rates MPD Statistics as of January 20, 2016
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Equity Index MPD Statistics as of January 21, 2016
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Exchange Rate MPD Statistics as of January 21, 2016
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Metal and Energy Commodity MPD Statistics as of January 21, 2016
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Agricultural Crop Commodity MPD Statistics as of January 21, 2016
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Agricultural Livestock Commodity MPD Statistics as of January 21, 2016
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Market Prob of -5% 331200 35.84 N 33,12
or More Decline ? 31% L | N A 8.46 4 3584
i Jun24 last 30 months
24569 9956
Volume 9956 D 0 |..u||||...nIIII|I||||I||||II||I||I|II|||I|II|I||I 1263 'El:l """" 4 33850
last 30 months
Hogs (6—Month Expiry)
Jan28
85.04 8
Spot 77.8 0.17% Y 6095 F--[ [} ---+ 9448
60.95 Jun24 last 15 months
20.24 2 13,97
MPD Std Dev 13.97% O 1388 F-- L ]----- 42024
13.97 Jan21 last 15 months
013 Jan28 -0.49
MPD Skew -0.49 [ -0.69 k- - ——--4 017
—069 Sep09 last 15 months
Market Prob of —20% 206 16.97 Neg18 8y
or More Decline 8.7% E 8.7 805 k---[ T _]----41697
: Jan21 last 15 months
16073 742
Volume 742 |:| 0 ..|||..|I|.|I|III|.|||||||||......|I...||||...||I... Br{lF-------- 4 16073
last 15 months

Sources: Chicago Mercantile Exchange, Bloomberg Page 8 of 16



Bank MPD Statistics as of January 21, 2016

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

MPD Standard Deviation (3—Month Expiry)

Aug26
13.78 136
. v
American Express 13.6% _ 0.9% 653 W?\“\,v L 782 k- J------- 4 1532
. May20 last 48 months
Jan21
17.4 17.4
. v
Bank of America 17.4% _ 3.2% — At 068 F [ - Y------ 4 2542
9.68 May27 last 48 months
Jan21
14.61 1461
BB&T 14.61% _ 2.5% —_— N 720 b[[F-emcmm- 42758
754 Jul22 last 48 months
Jan21
20.65 20,65
Barclays 20.65% 5.8% Ap s 1093 -[P]--------- 4 3251
1093 _ 4V
. Febll last 48 months
Jan21
15.76 A S 15,76
Bank of NY Mellon 15.76% _ 1.9% L A 73 r--[T}------- 4 1876
’ Jui22 last 48 months
Jan21
17.76 17.76
Citigroup 17.76% _ 4.4% N / 852 + I _F- A 4 2593
8.94 Apr29 last 48 months
Jan21
19.11 19.11
Capital One 19.11% _ 4% A ey F------ 4 1911
835 Jun24 last 48 months
. . . v
Credit Suisse 23.76% _ 7% 984 - J-------- 4 28.77
11.94 Jul29 last 48 months
Jan21
23.99 23,99
Deutsche Bank 23.99% _ 6.2% . A 138 r-[__F---~--- 4 29.34
13. Feb25 last 42 months
Octo7
) 16.61 16,37
Fifth Third 16.37% _ 2.7% aA s 821 k- L }------+1836
8.88 Apr29 last 48 months
Jan21
16.06 16.06
Goldman Sachs 16.06% _ 2.7% P 2 823 k[ }-------4 2008
8.4 May27 last 48 months
Jan21
15.02 18,02
JP Morgan 15.02% _ 2.8% AN 741 r - }--~----- 4 20.58
8.19 Jui22 last 48 months
Jan21
18.68 18,58
Keycorp 18.68% _ 3.5% = x ,/\’\/”\) 898 r--[__]------ 4 2021
9.92 Jul29 last 48 months
Aug26
18.78 1849
Morgan Stanley 18.49% _ 3.4% 607 ,ML L 897 r-[IF-------- 4 3136
. May27 last 48 months
1453 Aufi’ﬁ\-v\‘/\/ 13.94
. . . v
PNC Financial 13.94% _ 1.6% o — 745 v -[I_}------- 4 16.73
7. Jun24 last 48 months
19.55 Sjﬁ?i 16,42
. . . - v
Regions Financial 16.42% 1.1% SN 1009 k- J-------- 4 24.66
10.09 v =~
. May27 last 47 months
Jan21
16.74 16.74
SunTrust 16.74% _ 3.1% . WA 782 k- [T} --T----42227
8.49 May20 last 48 months
Jan21
18.49 18,49
State Street 18.49% _ 4.1% 881 k- { I ]------- Y 1840
9.09 Jun03 last 48 months
1902 M6 13.36
UBS 13.36% ) —-Am~v—wqb—+ 87 r--[I F------ 42421
8.7 Sep24 last 36 months
14.54 Sep09 14.28
- v
US Bancorp 14.28% _ 2.3% 699 658 F [ _J------- 4 1553
: Julls last 48 months
14.79 Aug26 14.74
. v
Wells Fargo 14.74% _ 3.4% a0 i 716 v 1]-------- 4 17.08
. Aug05 last 48 months

Source: FactSet Page 9 of 16



Indicator Latest
American Express -0.64
Bank of America -0.79
BB&T -1.09
Barclays -0.49
Bank of NY Mellon -0.79
Citigroup -0.87
Capital One -1.04
Credit Suisse 0.5
Deutsche Bank -0.08
Fifth Third -1.24
Goldman Sachs -0.78
JP Morgan -0.83
Keycorp -0.68
Morgan Stanley -0.81
PNC Financial -1
Regions Financial -0.45
SunTrust -1
State Street -0.75
UBS -0.04
US Bancorp -0.9
Wells Fargo -1

Source: FactSet

Bank MPD Statistics as of January 21, 2016

2-Week Change

-0.36 ‘

o
o
s ‘
o1n ‘

|

-0.11

_ 0.61

1-Year Trend

with min/max points

MPD Skew (3—Month Expiry)

0.024

_ 0.12

-0.39

|

-0.097

-0.15

-0.23

-0.051

-0.23

-0.18

_-_____-_____—__-__-__—_

-0.14 ‘
-0.24 ‘

0.052

-0.32
-0.96

-0.05
—-0.99

-0.31
-1.56
0.6
-2.51
0.32
-1.39
-0.37
-117
-0.23
-1.09
181

-1.58

0.41
-1.06

2.19
-1.69
-0.52
-1.09
-0.46
-1.16

0.11
-1.59
-0.34
-1.12
-0.44

-1.84

0.36
-1.54

-0.27
-1.27

-0.19
-1.23

091
-1.72
-0.39
-1.55

—-0.56
-1.3

Aprls

Sep02
Jan01

Sep02
Segog

Nov04
Dec09

Sep02
Jan28

Sep02
Janl4

May13
Dec02

Long-Term Range
with median, IQR, and max/min

-0.64
127 b= - == - -|__"|:|— - -4 -021
last 48 months
—Ov79
-1.01 - - - - = LTI 1]---4-002
last 48 months

-1,09
-156 F - - - - - ----4-015
last 48 months

-0.49
251 F----[Q]------ 4194
last 48 months
-0.79
-1 ---[fl------- 4 0.32
last 48 months
_OVS7
123 F------ {T1]---4-023
last 48 months
1,04
109 k---T }----- 4 -0.16
last 48 months
0.5
-2.07 |-----|:|:|——'—----| 1.81
last 48 months
-0.08
-1.31 |----|:|:|——'----| 0.41
last 42 months
—1*24
-169 Fr--[TF-------- 4 219
last 48 months
_0678
-121 k- - - - - - LT 1---4-034
last 48 months
70*83
-133 F----- -+ [T F--4-033
last 48 months
-0.68

224 p------ |:|:|— --4028
last 48 months
_0681

-116 F------ [T }---4-025
last 48 months

-1
184 b === == -~ '—|:|:|- -4 -0.39
last 48 months
-0.45
194 b ----J[]----- 4 0.68
last 47 months
v
127 F - - - - - - - --4-026

last 48 months
-0.75
23l F-=-=-=-=-=-=-- -El]— -4 -0.13
last 48 months

-0.04

336 F------- |:|:|! --4097

last 36 months

-0.9

155 == === ---=-4-02

last 48 months

v

-134 p------ T 1}--4-042

last 48 months
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Bank MPD Statistics as of January 21, 2016

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)

8.77 Sef\”f 838
American Express 8.38% _ 1.3% 210 - N 153 b= { [ }----%--+ 1063
. May20 last 48 months
1253 Jan21 12.53
Bank of America 12.53% _ 2.9% e PV 33 LI J--v----- 4 2024
3.14
Jun24 last 48 months
9.77 S’aﬁ(ii\w 8.57
BB&T 8.57% _ 2.2% Lo 168 I} ~---------- 4349
8 Jul22 last 48 months
16.09 Jan21 16.09
Barclays 16.09% _ 4.5% b5 _WM 233 - [} Y------ 1 30.94
’ Febll last 48 months
1130 Jan14 11.26
Bank of NY Mellon 11.26% _ 2.1% B VS 112 b= [T} ------+ 1352
: Jun24 last 48 months
Jan21
N 113 11.3
Citigroup 11.3% _ 3.8% WAMVAA/ 198 k[ J-------- 4 19.83
232 Apr29 last 48 months
13.04 Jan21 13.04
Capital One 13.04% _ 3.6% aar VAW 164 F L L J----- Y _ 41578
’ Jun24 last 48 months
214 Jan21 21.4
Credit Suisse 21.4% _ 7.9% AL 287 k- LT F----~-42465
5.22
Jul29 last 48 months
23.37 Jap21 23.37
Deutsche Bank 23.37% _ 78% .\ 499 b - I }-----42473
. Feb25 last 42 months
1392 0cto7 10.09
Fifth Third 10.09% _ 0.85% L7 099 k--[T—J--7---4 139
: Feb04 last 48 months
Jan21
10.9 10.9
Goldman Sachs 10.9% _ 3.1% ESENAYN ~/ 179 b - }---2--4138
218 May27 last 48 months
Aug26
0.7 9.03
JP Morgan 9.03% _ 2.5% w?\/\v AL 181 b= J-~----- 4 14.98
2.08 Apr29 last 48 months
Jan21
13.45 1345
Keycor 13.45% 69 12 r--{ [ _J------ 15.32
yoorp 26% . AT N - -
Marl8 last 48 months
13.91 Aug26 13,39
Morgan Stanley 13.39% _ 2.7% . 257 k- I} ------ 4 2056
. May27 last 48 months
081 Janl4 9.53
PNC Financial 9.53% _ 2.4% 167 A 143 [T 1---- Y 41188
’ Jun24 last 48 months
16.29 Janl4 12.11
Regions Financial 12.11% ‘ A 334 k- }-~----- 4188
334 May27 last 47 months
Jan21
11.25 11.25
SunTrust 11.25% _ 3.6% , o Wf\"\,_r\/. 173 b-[IJ--2----- 4193
53 May20 last 48 months
15.74 Jan21 15.74
State Street 15.74% _ 5.4% 206 N 226 F-{ L }------- Y1574
’ Jun24 last 48 months
18.15 Mar06 7.28
UBS 7.28% A 153 b--[ T J------ 4 191
1.53 Dec31 last 36 months
041 Sep09 8.69
US Bancorp 8.69% _ 2.3% 130 074 v [ _}------ Y 41065
: Julls last 48 months
003 Jan21 9.93
Wells Fargo 9.93% _ 4.3% Les EALN B F----- T4 1159
. Aug05 last 48 months

Source: FactSet Page 11 of 16



Indicator

American Express

Bank of America

BB&T

Barclays

Bank of NY Mellon

Citigroup

Capital One

Credit Suisse

Deutsche Bank

Fifth Third

Goldman Sachs

JP Morgan

Keycorp

Morgan Stanley

PNC Financial
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SunTrust

State Street
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Source: FactSet

Latest

5855

114844

5986

1129

2188

31859

3836

125

4359

4358

13520

55464

2552

16170

367

2138

2666
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8012

19467

Bank MPD Statistics as of January 21, 2016

2-Week Change

1-Year Trend

with min/max points

Volume (3—Month Expiry)

42%

-
5
Q
S

300%

—_— e T

41%

490%

330%

620%

- T

1 )

230%

240%

47%

_ TEEm T

630%

270%

490%

w
i
<
>

210%

' 31%

_ 130%

1200%

32713
0

187673

0

6459

4055

9951

0

121101

0

6937

12477

6538

7607

19311

0

132116

0

3300

36166

4932

47940

4808

2086

2034

9927

55478

Long-Term Range
with median, IQR, and max/min

623 |]'_‘| —————————— 4 32713
last 48 months

114844
7419 |:|:|-' ————————— 4 363160
last 48 months
5986
126 F L F-------~+ 6490
last 48 months
1129
S~ ----------- 4 11011
last 48 months
2188
MgT----------- 4 15678
last 48 months
31859

1204 p[[]---------- 4 140439
last 48 months
3836

136 H[]----------- 4 16299
last 48 months
125
of--------mm-- 4 15145
last 48 months
4359
6 H[=-------~--- 4 25112
last 42 months
4358
BHF-—--------~-- 4 19127
last 48 months
13520
29% +-[T | AV 4 28374
last 48 months
55464
943 F[[]---~------- 4 132116
last 48 months
2552
44 - - 4 76270

16170
27 r[IJ---------- 4 69872

2 I]---------- 4 7855

2138
20 fl--------=---- 4 47940
last 47 months
2666
61 I} Y ---------- 4 13788
last 48 months
289
wHG----------- 4 5339
last 48 months
124

6 M[F----------- 4 6502
52 ]-~--------- 4 29142

950 F[[F---------- 4 121351
last 48 months
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Indicator

Aflac

AlIG

Alistate

Ameriprise

Chubb

Hartford Financial

Lincoln National

Met Life

Principal Financial

Progressive

Prudential

Source: FactSet

Insurance Company MPD Statistics as of January 21, 2016

Latest

13.05%

15.59%

13.18%

17.31%

12.06%

18.69%

19.94%

18.13%

18.28%

12.31%

18.54%

2-Week Change

1-Year Trend

with min/max points

MPD Standard Deviation (3—Month Expiry)

_ 1.8%

2.6%

1.5%

- I

3.3%

»
8
S

o
e
N

»
2
E3

3.5%

LA B B L L

0.46%

3.9%

L}

13.29
7.11

15.59
9.01

13.18
6.73
17.31
9.76
24.08
6.13
18.69
8.35
19.94
8.98
18.13

9.4

18.54
8.26

13.49
5.79

18.54
10.09

Aug26
pd
May20
Jan21
JAVN
—r
Jun24
Jan21
VAN
May20
Jan21
P
Jul29
Aualg
L
Dec24
Jan21
A
Jun24
Jan21
M
May27
Jan21
Apri5
Nov1l
N\J\UW\ v
May20
Sep23
o~ A,J‘R/\ﬂ“\f
\aaVi \
Jun24
Jan21
[
7"
Jun24

Long-Term Range

with median, IQR, and max/min

7.11

8.7

5.83

8.98

5.96

8.35

8.98

9.4

8.02

5.79

10.09

13.05
e 4
last 48 months
15v59
m mm AR 4
last 48 months
13.18
F---CIT_J----- M
last 48 months
17631
Fr]---------- 4
last 48 months
12606
rM----------- 4
last 48 months
18.69
v
r I }------- 4
last 48 months
1%?4
F--C}------- 4
last 48 months
18.13
e
last 48 months
18.28
v
r--[ T JF------ 4
last 48 months
12.31
F-- B A 4
last 47 months
18*54
F-[It-------- 4

last 48 months
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Indicator
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Source: FactSet

Insurance Company MPD Statistics as of January 21, 2016

Latest
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SeBO9

TS M

Oct28

Jan28

Octl14
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Long-Term Range

with median, IQR, and max/min

-1.31

-1.16

-15

-4.03

-1.56

-1.67

-1.15

-1.15

-2.95

-3.54

-1.44

-1.16
v

A

last 48 months

—Ov93
| A IF----4-003
last 48 months
-0.92
F-=-- ——--4-012
last 48 months
_]il
L -4 o011
last 48 months
-0.78
r----1 F|----- 4 0.09
last 48 months
_1634
F---=-=-- I F---4-009
last 48 months
_0697
r--{T}------ 4 0.15

last 48 months
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Fo---T T }----4-023

last 48 months
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——-|:|:|—'——-| 0.42
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last 47 months
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Source: FactSet

Insurance Company MPD Statistics as of January 21, 2016

Latest
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11.32
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0.15

13.35
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1-Year Trend

with min/max points

Long-Term Range
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last 48 months
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Insurance Company MPD Statistics as of January 21, 2016

Latest
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