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Takeaways

The FOMC meeting that will be concluding on February 1st is unlikely to deliver a lift in
the policy rate. Chair Yellen’s remarks have re-emphasized that it is “prudent to adjust
the stance of monetary policy gradually over time,” reinforcing her commitment to
additional rate increases: “to sustain a strong job market with inflation at our 2 percent
objective, policy must gradually shift toward a neutral stance” (January 19, 2017)

The Primary Dealer’s Survey is in line with Fed funds futures and are pricing in two rate
hikes in 2017 with the next rate increase anticipated to occur at the June 2017 meeting

The volatility in long-term yields has been contained, with stabilization of inflation
expectations, and positive but near zero long-term duration-risk compression

We continue to expect a moderate increase in long-term yields, supported by a soft risk-
on sentiment and higher expectations for growth and inflation. The baseline is for higher
long-term rates and for a relatively flatter yield curve, while risks to the baseline
projections for overall long-term yields are biased towards the upside
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Unconventional monetary policy

Federal Funds Rate and 10-Year Treasury Note
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Third rate hike Is priced in for 2Q17

Fed Funds Futures Implied Probabilities, Third 25bp Hike
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Fourth rate hike Is priced in for 3Q17

Fed Funds Futures Implied Probabilities, Fourth 25bp Hike
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Fed funds futures curve

Fed Funds Futures — Most Recent, 1 Week Prior, 1 Month Prior, 3 Months Prior
(%)
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Dealers’ expectations trail behind the tighter
FOMC policy firming path of December

Projected Pace of Policy Firming
(%)
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BBVA forecast of the Fed funds firming pace

Federal Funds Rate
(Upper Bound, %, EOP)
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Baseline forecasts of Treasury Bill yield

3-Month to 12-Month Rates
(%)
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Long-term yield volatility has normalized below
historic mean

10-Year U.S. Treasury Note Volatility
(Daily Index)
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Soft upward pressure on term premium maintained

10-Year U.S. Treasury Term Premium & Market Inflation Expectations
(Weekly, %)
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Mid-term duration-risk compression has
normalized in the vicinity of 16 basis points

Duration-Risk Compression
(Dally, %)
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Long-term duration-risk compression has
normalized in the vicinity of 10 basis points

Duration-Risk Compression
(Dally, %)
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10-year treasury yield forecasts

10-Year U.S. Treasury Yield
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¢ NABE* (EOP, Dec 4) SPF** (EOP, Nov 14) ¢ CBO*** (Yr. Avg, Jan 24) & Blue Chip**** (Jul 19)

* National Association for Business Economics (NABE) Outlook median forecast compiled from a panel of NABE members. Last release date Dec 4, 2016
** Survey of Professional Forecasters (SPF) conducted by Federal Reserve Bank of Philadelphia. Last release date November 14, 2016
*** Congressional Budget Office (CBO). Last release date January 24, 2017 Source: BBVA Research, NABE, FRB Philadelphia 14

****The Blue Chip Consensus is the average of about 50 private forecasts. Last release date July 19, 2016 Congressional Budget Office, and Haver Analytics
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Yield curve slope forecasts

Treasury Yield Curve Slope
(%, 10Y-2Y)
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Yield curve forecasts

Treasury Yield Curve Baseline Forecast
(%, end of period)
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Treasury yield curve baseline forecasts

U.S. Treasury Yield Curve
(%)
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macroeconomic factors measuring growth, inflation and monetary policy. Estimates are based
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Swap curve baseline forecasts

U.S. Swap Rates
(%)
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LIBOR curve baseline forecasts

U.S. LIBOR Rates
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DISCLAIMER

This document was prepared by Banco Bilbao Vizcaya Argentaria’s (BBVA) BBVA Research U.S. on
behalf of itself and its affiliated companies (each BBVA Group Company) for distribution in the
United States and the rest of the world and is provided for information purposes only. Within the US,
BBVA operates primarily through its subsidiary Compass Bank. The information, opinions, estimates
and forecasts contained herein refer to the specific date and are subject to changes without notice
due to market fluctuations. The information, opinions, estimates and forecasts contained in this
document have been gathered or obtained from public sources, believed to' be correct by the
Company concerning their accuracy, completeness, and/or correctness: This document is not an
offer to sell or a solicitation to acquire or dispose of an interest in securities.
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