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Capital Market Overview
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...As Global Market Turmoil Breeds Market Volatility...
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...and Complicates the Fed’s Decision on Rates...

But, mid-February was the turning point; investors are generally upbeat on the US economy

A By March 17, the Dow turned positive for the year

A Oil prices up

A CPI revised higher, but still below the Fed target

A Jobless claims remain below 300,000 for 54th straight month

A Continued hiring was taken as a positive sign that business were healthy despite global slowdown

Since January 2016, stocks and oil have moved in tandem
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...Delaying Future Rate Hikes For Now...

During the March FOMC meeting, the Fed held off from raising rates again

A Continued concerns about global economy

A Instead of 4 rate hikes, now telegraphing 2 in 2016

A On March 29, Janet Yellen presented an even more dovish approach to rate hikes

A Was the December rate hike a mistake?

A Is the Fed still on a path of normalization?
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...But Patience Has Been Proven To Be A Virtue...

The Fed has become more dovish, stating that rate
increases will be slower than planned

A Although US unemployment has fallen considerably,the Fed has
beenslowerto raiseinterestratesthan other centralbanks

The Swedish Case

A In July2010Swedenbeganraising ratesfrom 0% - 0.2%% becauseits
economy was growing and their central bank was concernedthat
cheapmoneywasallowinghouseholddebtto growtoo quickly

The EU Case

A During 2011 the European Central Bank increased rates over
concernsthat higherenergypriceswould trigger wageincreases

Both economies saw inflation fall and their economies
slow dramatically
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...Or Else, We Could Face NIRP or ZIRP...

Nearly 25% of the world’s GDP is governed by central banks with negative rate policies
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...But Low Global Rates Will Continue to Put Pressure on US Rates.

Recent economic data highlights an improving labor market and subdued inflation

A The Fedhas communicatedthat it needsto seemore evidencethat inflation is moving towardsits 2% target before
steadilyincreasingrates,howeverit is clearthat their intention is to normalize policy.

A 1Q16GDPshowsa slowdownwith preliminaryindications of 0.9%, down from adjusted14% for 4Q15

Low inflation, global economic weakness and flight to safety has kept yields low
A USratesarehigherthan internationalrates, which has helpedstrengthenthe dollar

A Flatteryield curveas short end of the curvehasbumped higherand long end pushedlower

A Portfolio managersare generallyselling shortterm maturities and buyinglongerterm maturities
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“Three sentences From Deutsche Bank's Jim Reid Nail the Reason
Why Markets Are So Terrifying”

~ O nof the biggest problems we face is that there is no historical template for current
global market conditions so w e @atl féying blind to a large degree Never before haveso
many of the most important countriesin the world printed so much moneyand left base
ratesat nearzerofor so long. Also neverbeforehasthe largesteconomyin the world tried
to start a slow processof reversingsaid extraordinarypolicy.°

JimReid

GlobalHead of the FundamentalCredit StrategyGroup and Strategist
DeutscheBank

Source: Business Insider, September 2, 2015 PIPER JAFFRAY | 11



...As Rates Are Still Near Historic Lows...
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...and Reinvestment Outpaces Issuance New Issuance...
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