FIRST EMPIRE SECURITIES

Member FINRA/SIPC

Market Update: Where Are Interest Rates Going?
January 27, 2016

Presented by

David Schiffman, Senior Financial Strategist

www.1empire.com

100 Motor Parkway, 2™ Floor | Hauppauge | NY | 11788
Toll Free: 800.645.5424 | Tel: 631.979.0097 | Fax: 631.979.0448



Economic Activity Actual/Forecasts ' PMIRESIEIRAR

Economic Forecasts
s laluglsTice gl _ Ctributor Composite k1 o Yearly @ Quarterly
Browse @ Private ® Official
Actual / Forecasts

Indicator ©zoos! zoom! zolol zoll!  zolzl 2013 ' ' 2017 B
Economic Activity
BEReal GOP (Yoys) -0, -2.08 2.5 1.4 2.2 1.5 . . . 2.4
Industrial Production (yoY %) -3.4 -11.2 C.G 3.0 2.9 1.9 . . . 2.6
Houszing Starts (000s SAAR. mo
Price Indices
CPI Y ioy@s)
EPCE Price Index (Yo%)

Lcare PeE (o]
Labor Market
Lnemployrment (%)
Mon Farm Payrolls (0005 54,
External Balance
Curr, Acct. (% of GDP) . . . =30 -2.8
Financial Balances
Budget % of GDP) -7.g -6.5
Government Debt (% of GODP) 65,9 0.4
Interest Rates

= %) News Headlines | NSE »

Australia &1 2 9777 2600 Brozil 5511 2235 3000 EBEuropes 44 20 7330 500 Germong 49 &3 9204 1210 Hong Kong 852 2377 &000

Japon 21 3 2201 28900 Singopore &2 5212 1000 s, 1 212 218 2000 Copyright 2015 Bloomberg Finance L.F.
S e2277F7 EST  GMT-S:00 E438-1366-0 22-Dec—2015 17:18:14

Source: Bloomberg

800.645.5424 | www.lempire.com



Inflation Expectations FIRST EMFIRE SECLRITIES

08 Actions - Spread Analysis
2razs2014 |ml12s2: tegression [ Corr

-

30 1M &M YTD |1¥ | 5% HMax Daily v Table security/ Study M= Event &

-

REASIEY MJE - T5Y IMFL X Ne" 1240500 T

[ lan ' [ ' Har ) [ ' Hany ) T ' il ' fiig

14 05

Australia &1 2 9777 2800 Brazil 5511 2355 2000 Europe 44 20 F330 F300 Germoang 49 &9 29204 1210 Hong Kong 852 25977 &000

Jopoan 21 3 2201 2500 Singopore &5 5212 1000 .5, 1 212 218 2000 Copyright 2015 Bloomberg Finognce L.P.
EH §3277F7 EST GMT-5:00 G438-1355-1 22-Dec—2015 17:1&:33

Source: Bloomberg

800.645.5424 | www.lempire.com



GDP Growth prior to First Rate Hike  FIRSTEMPIRESECURITIES

4.20% 4.20%

4.50%

4.00%

3.50%

3.00%

2.50%

2.00%

1.50%

1.00%

0.50%

‘ .

0.00%

Feb-94 Jun-99 Jun-04 Present

Source: Bloomberg

800.645.5424 | www.lempire.com



FIRST EMPIRE SECURITIES

eeeeeeeeeeeeeeee

A History of Interest Rates

800.645.5424 | www.lempire.com


Presenter
Presentation Notes
1st - Now that we have a good handle on the advantages of a flexible and well diversified investment portfolio and understand the importance of cash flow in determining our maturity ladder, let’s review general market conditions.
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Presenter
Presentation Notes
1st - In using the 10yr Treasury as a benchmark, throughout the past 3 decades, the fixed income market place has been in a declining interest rate environment.  The Fed’s response to the credit crisis in 2008 and 2009 have probably kept rates artificially low for longer than most expected.


History of Interest Rates FIRST EMPIRE SECURITIES

NEXT HISTORY DATE USED AS START DATE 1YR POINT IS INTERPOLATED TILL 06/04/2008
HISTORICAL YIELD CURVE PAGE 1 OF 2

DATE RANGE 1/ 2/07012/22/1 MTY RANGE

T —— 122215
-—B—  1-02/07

i i i
CI 1 =2 =

Austroalio &1 2 9777 2600 Brozil 5511 2335 2000 Europe 44 20 F3230 7500 Germonyg 49 &9 2204 1210 Hong Kong 252 2977 000
Jopoan 21 2 3201 2500 Singapore &5 &212 1000 u.s. 1 212 =218 2000 Copyright 2015 Bloomkberg Finonoce L.P.
M &327°77 EST  GMT-5:00 G432-13285-2 Z22-Dec—2015 17:07: 34

Source: Bloomberg

800.645.5424 | www.lempire.com


Presenter
Presentation Notes
1st - Although the entire yield curve has shifted downward dramatically within the past 6 yrs, the shape of the curve has changed.  The short end of the curve is currently anchored near zero due to current Fed policy, while there appears to be some steepness in the curve just past 3 yrs.
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Rates Persist?
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Presenter
Presentation Notes
2nd - Although its been about 30 yrs since the last peak in interest rates, is there a chance rates remain low for an extended period of time?
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Presenter
Presentation Notes
1st - Although the entire yield curve has shifted downward dramatically within the past 6 yrs, the shape of the curve has changed.  The short end of the curve is currently anchored near zero due to current Fed policy, while there appears to be some steepness in the curve just past 3 yrs.
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Presenter
Presentation Notes
1st - There is anecdotal evidence that we may be in for a longer period of low interest rates.  Let’s take a look at the situation in Japan in what is commonly known as the Lost Decade.  Based upon the current environment experienced in that country, it appears the US may still be in the early stages of a prolonged low rate environment.  So what is an investor to do?
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Presenter
Presentation Notes
1st - There is anecdotal evidence that we may be in for a longer period of low interest rates.  Let’s take a look at the situation in Japan in what is commonly known as the Lost Decade.  Based upon the current environment experienced in that country, it appears the US may still be in the early stages of a prolonged low rate environment.  So what is an investor to do?
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If | think rates will rise soon, should | just
stay very liquid so we can re-invest at
higher rates?
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Opportunity Cost — Waiting to Invest

If | wait iIn money market funds, at what yield do | need to invest
In the future?
* Investment assumptions: Amount = $1,000,000 Maturity =5 Years

» Interest rate assumptions: LAIF = 0.25% Alternative = 1.80%
Waiting | Accumulated Income Remaining| Income Needed
Period LAIF | 5yr Agency | Foregone Term Through Maturity
(Months)| @ 0.25% @ 1.80% Income (Years) To "Breakeven"
3 $ 625 |5 4500 | $ (3.875) 475 | % 89,375
6 $ 1,250 | 5 9,000 | $ (7,750) 450 | 5 88,750
9 $ 1,875 | 5 13,500 [ § (11.625) 425 | 5% 88,125
12 $ 2500 |5 18,000 [ § (15,500) 4.00 | 5 87,500
15 $ 3,125 | 5 22,500 | % (19,375) 3.75 | 5 86,875
18 $ 3,750 |5 27,000 | & (23,250) 350 | 5% 86,250
21 $ 4375 |5 31,500 | §& (27,125) 3.25 | % 85,625
24 $ 5000 | 5% 36,000 | $ (31,000) 3.00 | % 85,000
27 $ 5625 |5 40,500 | (34,875) 275 |5 84,375
30 $ 6250 | % 45,000 | § (38,750) 250 | % 83,750
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an offer to buy or sell any security or securities. From time to time officers, employees of the firm, or the firm itself
holds a position in the securities referred herein, or acts as principal in transactions referred to herein. This
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