FEDERAL RESERVE BANK OF MINNEAPOLIS

BANKING AND PoLICY STUDIES

Minneapolis Options Report — June 24"™

Median inflation expectations fell for all inflation tenors over the two-week period. The S&P 500
returned -1.6%, outperforming the average banking and insurance firms we follow, which posted
respective returns of -4.4% and -2.4%. The currency pairs we follow experienced large swings with the
dollar strengthening against the pound, and the euro and yen strengthening against the dollar. The
currency movements were likely exacerbated by the referendum on Britain’s E.U. membership. MPD
standard deviation jumped by 7.1 percentage points for BCS, an FBO based in London. Agricultural
crops and livestock registered large declines.

Inflation
Market-based inflation expectations, derived from caps and floors on the CPI for 1-, 2-, and 5-year
periods, increased over the two-week period to 2.05%, 1.8% and 1.64%, respectively. This rise is best

observed in the 5-year tenor (see figure, below).
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Additional detail:
e The market probability of more than 3% inflation over the next year fell by -1.4 percentage points
for the 1-year tenor, after having set a new 1-year high on June 8, 2016.

Interest Rates

Spot prices for the 5- and 10-year Treasuries increased over the two week reporting period, each setting a
new 1-year high. As a result, yields fell. MPD skew increased for both tenors. In particular, MPD skew
for the 10-year tenor set a new high at 0.19, signaling bias towards higher treasury prices in the future.
The 3-year out and 5-year-out LIBOR tenors were mixed with the 3-year tenor falling by -4.6 bps and the
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5-year expiry increasing by 1.6 bps. Changes in MPD statistics during this time were flat for both LIBOR

tenors.

Banks and Insurance Companies

The S&P 500 returned -1.6% over the past two weeks. The MPD standard deviation increased by 0.82
percentage points on average for the 6- and 12-month tenors. The 19 banking firms we follow
underperformed the market, registering an average return of -4.4%; MPD standard deviation for all banks
we follow rose. The 11 insurance companies we follow returned -2.4%, on average, and most posted
higher MPD standard deviation as well.

Additional details:

BCS experience a 7.1 percentage point increase in its MPD standard deviation, suggesting an
increase in investor uncertainty surrounding the institution. The looming referendum on Britain’s
membership in the E.U. was a likely contributor. Notably, this metric has trended higher for the
bank since March, 2016. The increase of 7.1% represents the one of the larger increases for BCS
and its MPD standard deviation is nearing the historic level set in February 2016.
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PFG and AIG experienced the largest increases in MPD standard deviation for insurers we
follow, posting gains of 3.7 and 2.5 percentage points respectively. MPD standard deviation had
fallen steadily for PFG since February 18, 2016.

Other Markets

Currency rates recorded large movements. The dollar was stronger against the euro. The pound
and yen were stronger against the dollar with spots rising by 1.3% and 2.4%, respectively. MPD
skew for the USD-Yen pair jumped by 0.14, setting a new 4-year high. This new level indicates
that investors are biased towards a comparatively stronger yen in the future.

Silver spots registered a 2% return. Investor uncertainty, as measured by MPD standard
deviation, rose slightly to 20.6%, near its 75" percentile of observations over the past 4-years.
WTI crude fell by -3.9% over the 2-week period. MPD standard deviation increased over the
same time frame by 2.5 percentage points, signaling an increase in investor uncertainty.
Agricultural crops spots plummeted over the two-week period, posting an average loss of -6.9%.
While corn and wheat experienced declines in MPD standard deviation, the metric for soybeans
rose slightly and set a new 1-year high.

Agricultural livestock lost -3.0% on average. MPD standard deviation increase for both cattle
and hogs by 1.3 and 1.4 percentage points.



Inflation MPD Statistics as of June 22, 2016

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 June 22, 2016
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Short Interest Rates MPD Statistics as of June 22, 2016
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Equity Index MPD Statistics as of June 22, 2016

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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Exchange Rate MPD Statistics as of June 22, 2016

Latest 2-Week Change 1-Year Trend
with min/max points
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Metal and Energy Commodity MPD Statistics as of June 22, 2016
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Agricultural Crop Commodity MPD Statistics as of June 22, 2016

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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Agricultural Livestock Commodity MPD Statistics as of June 22, 2016
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Bank MPD Statistics as of June 22, 2016

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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Bank MPD Statistics as of June 22, 2016

2-Week Change 1-Year Trend

with min/max points

MPD Skew (3—Month Expiry)

d Y
~0.96 Sep02
-0.05 Jagol
0.1 \"'V\,/V-M\M/\/v\/'
-0.99
Sep02
~0.31 Sep09
0.079 es
i Nov04
06 /\/\/Ef’C\O/S\a/\
|:| _188 A v[\’\’\./\/\
’ May25
~0.01 Novo4
-1.39 Novil
o5y Juis
0.063 117 V_\/_/ 'UG v
i Aug26
023 Octl4
0.044 )
L Mar03
Lot Aieﬂ?i\'\/\z\
0.13 179 2A aQ
- Apri3
041 Dec02
nkl N\
-7 Mar30
0.25 Jan28
0.25 160 —vv'v‘é‘vv“vUL*’Pw-
: Dec24
~0.52 Nov25
0.097 106
i Sep02
-0.55 Oc,t\Zl
0.023 116 V\NJ NN s
i Sep02
Jan28
0.34 '
_ 044 o VWV S
i May18
_0.34 Dec02
0.031 112
- Sep02
_0.42 Jan28
-184 octes
Aug2
i 0.36 “E 6
-14 Apr20
—0.21 Febll
0.12 107
- Jan01
U ~0.19 Jan14
-123 Aug26
091 Dec31
-2 Nov26
-0.39 Aug19
0.042 155
’ Nov04
042 May25
0.027 13
o Sep02

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

_0V87
“111 b - - - = = I t---4-021
last 48 months
-0.44
-099 F-=--=-- - - -4 -002
last 48 months
-0.95

-156 F - = = = — I }----4-015
last 48 months
-1.59

251 b --—-[I]------ 4194
last 48 months
71i06
-139 r---[T1]------- 4 0.32
last 48 months

-0.68
-117 b - - - - - - |f|:| ---4-023
last 48 months

-0.9
A2 k---L L ]----- 4 -0.16
last 48 months
-0.29
207 +---{ [ F----- 4 1.81

last 48 months
-1.14

117 - - ri----- 4 041
last 42 months
-0.79
169 k- [[F-------- 4219
last 48 months
_0679
-111 b= == - - T }---4-034
last 48 months
70i96
-128 b - - - - -~ T 1---4 -033
last 48 months
-0.37

224 Fmmmm - CIJ---+03
last 48 months
_0686
-112 - === - [T 1]----4-025
last 48 months
-0.94
184 b oo o) T 17--4 -039

-0.68
-1.94 F - = = = - |j:| ----- 4 0.68
last 47 months
-0.56
—127 b - = - - - [L1----4-021
last 48 months
-0.82
-2.31 |-—————————'|I|——-| -0.13
last 48 months
-0.04
I COLE--+ 097
last 31 months
-0.9
-155 p - == - = -['_‘|:|— ---4-02
last 48 months
-0.86
13 F-=-=-=-- - - -4 -0.42
last 48 months

Page 10 of 16



Bank MPD Statistics as of June 22, 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)
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Insurance Company MPD Statistics as of June 22, 2016

Latest

8.86%

12.04%

10.05%

13.04%

9.02%

11.25%

15.76%

13.55%

15.97%

9.92%

13.9%

2-Week Change

1-Year Trend

with min/max points

MPD Standard Deviation (3—Month Expiry)

_ 0.68%

2.5%

LB

0.94%

T THEE | TE
2 e
S | B

>

0.62%

——

0.36%

1.1%

L=

3.7%

|

_ 1.1%

13.6
7.24

18.95
9.01

13.18
7.65
18.71
9.76
24.08
6.13
18.69
8.35
22.48
10.68
19.33

10.04

18.94
9.12

13.49
5.79

18.54
10.09

Febll

Jun24

Febll

Jun24

Jan21

A/J\\_I"}’\‘\——’\r

29

Jun01
Feb1l

Auﬂlg
LS

Dec24
Jan21

Jun24

Febll
Jun24

Febll
Jun24

Feb18

Aug19

,VJSER&;W

Jun24

Jan21

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

last 48 months

12.04
r-[L JF------- 4
last 48 months
10.05
r---L J----- 4
last 48 months
13.04
- J]------- 4
last 48 months
9.02
rM----------- 4
last 48 months
11.25
r-C T ]1------ 4
last 48 months
15.76
r---rJ]------ 4
last 48 months
13.55
- I J------- 4
last 48 months
15.97
F-- R 4
last 48 months
9.92
F--O-------- 4
last 47 months
13.9
- J------ 4

last 48 months

Page 13 of 16

17.26

20.65

13.18

19.72

24.08

20.06

22.48

19.33

23.83

19.73

18.54



Indicator

Aflac

AlIG

Alistate

Ameriprise

Chubb

Hartford Financial

Lincoln National

Met Life

Principal Financial

Progressive

Prudential

Source: FactSet

Insurance Company MPD Statistics as of June 22, 2016
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