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Fed Determined to “Normalize”

 Deflation is a global threat

 20 central banks have eased this year

 Short rates negative in 5 of 20 countries on 
Bloomberg World Bond page.

 Fed prepping market for rate hikes

1



2

A Low Rate, Low Inflation World
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Houston, TX, 2014
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Growing Global Deflationary Pressure
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Global Yields Pulling US Yield Down
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USD Strong

Non-Energy Import Prices Falling

USD Weak
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Economy Will Strengthen  
Despite Trouble in the Oil Patch
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GDP Dips, then Rebounds 

Oil price drop 
primary GDP 

influence until 
liftoff. 

Investment minus 
plays out in 

Q4-14 - Q2-15.

Consumer plus 
bigger than 
investment 

minus, slow to 
manifest.
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Forecast
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Oil Price Drop Already Lifting Spending
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Rig Count and Oil Output
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Rig count 
plunging. Likely 

to drop more 
than 50%

$20bn drop in 
capex cuts 1.2%-
1.5% in Q1-15. 

Output rising 
despite rig count 

drop, keeping 
price under 

pressure.

Fracking means fewer 
barrels per rig
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Oil Inventories Breaking Records
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Inflation Expectations Near 2011 Low
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Oil Price Drop = 3-Yrs of Low Core Inflation
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Substantial core 
inflation impact 

in every big, 
sustained  oil 
price decline. 

BOTH headline 
and core effect 

lasts years. 

Inflation likely 
to rebound in 

late 2017.
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Fed focused on domestic recovery
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Dots Tumbled in March
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Fed’s Rate Call Moves 
Closer to Market’s
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Communication, or Confusion?

June is a viable option
for rate increases.

A smooth 
path upward 
in the federal 
funds rate will 
almost 
certainly not 
be realized.

The dots moved further 
down the curve 
because there was no 
hike in March.

There is no single 
thing … we must see 
… in order to achieve 
that level of 
confidence. [That 
inflation will reach 
2%.]
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Fed Was Bold Until 
Tightening Drew Close
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Fed Capitulates to New Normal
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Real GDP Growth in Perspective
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Fed’s Inflation Forecast 
Always Goes to 2%
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“Peak dots.” Suggest 5 
hikes in 2015, liftoff  
inside a year.
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US Rates Are Among 
the Highest Already
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Job Growth Strong 
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Job Quality Lousy 
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Ratio of Private Debt to Private GDP
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2Q '04, when Fed 
last initiated rate 
hikes.

Tightening 
could happen 
before credit 
grows.
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Conclusions

 Global growth is sluggish.

 Global surprises abound.

 US starting to import deflation.

 Discipline and model dependence keeps Fed on course.

 Q3 liftoff for fed funds rate likely.

 Tightening will contribute to global strains.

 Could pause/stop at 1%. Market thinks 2% peak ff rate.

 If they push to 2% in ’16, rate cuts likely in 2017. 

28



29

Although this information has been obtained from sources which we believe to be reliable, we do 
not guarantee its accuracy, and it may be incomplete or condensed. This is for informational 
purposes only and is not intended as an offer or solicitation with respect to the purchase or sale of 
any security. All herein listed securities are subject to availability and change in price. Past 
performance is not indicative of future results, while changes in any assumptions may have a 
material effect on projected results. Ratings on all securities are subject to change.

FTN Financial Group, FTN Financial Capital Markets, and FTN Financial Portfolio Advisors are 
divisions of First Tennessee Bank National Association (FTB). FTN Financial Securities Corp (FFSC), 
FTN Financial Main Street Advisors, LLC, and FTN Financial Capital Assets Corporation are wholly 
owned subsidiaries of FTB. FFSC is a member of FINRA and SIPC—http://www.sipc.org/. FTN 
Financial Group, through FTB or its affiliates, offers investment products and services. FTN Financial 
is not registered as a Municipal Advisor.

This message is intended only for the use of the individual or entity to which it is addressed and may 
contain information that is privileged, confidential and exempt from disclosure under applicable law. 
If the reader of this message is not the intended recipient, employee or agent responsible to deliver 
it to the intended recipient, you are hereby notified that reading, disseminating, distributing or 
copying this communication is strictly prohibited.

29


