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The last two months have witnessed a big surge in US yields. Ten-year US rates have jumped from a low of
1.85% in early April (disregarding the depressed print of 1.60% in late January that followed the steep dropin oil
prices, a downgrade of global growth by the IMF & World Bank, deflation fearsin Europe, implementation of QE
by the ECB, heightened market volatility on the back of the CHF de-peg, weak US data, worries about Greece) to
as high as 2.50% earlier in the week (a 35% jump and the highest chart print since October 2014!).

So far, economists and traders remain in denial re this latest market move. To their mind, oil prices remain
depressed (WTl last @ 60.0, Brent last @ 63.60), the Greek saga is still unresolved, Ukraine tensions appear to
be back on the rise, Middle Eastern geopolitical friction is quite elevated, and economic data is mixed at best
(have we already forgotten that 1Q2015 US GDP contracted by 0.7%?). That possibly explains why a recent
Bloomberg survey of 73 bank participants had the 2015 year-end forecast for 10-year US yields anchored at
2.50%!

Whilstwe don’t claim to understand/predict markets betterthan the army of economists sitting in large US and
European banks, itis worth pointing thatan economy running close to full employment (the unemployment rate
was lastat 5.5% versus a peak of 10% in October 2009), with an annual growth rate of 2.8% expected for whole
of 2015 and an inflation rate inching slowly but surely above the 2% YoY threshold (by or bef ore year-end)
would in normal times witness a 10-year US yield closer to 4.00%.

However, with Central Bank interference/manipulation reaching new heights and rendering bonds
levels/valuations useless as an economic barometer, we do understand that we’re nowhere close to normal
times and hence formulatingasolid view on the future direction of bond prices (inversely on yields) remains at
besta humble process (notto mention embarrassing at times). Still caution is required at all times, and hedging
some or all of those floating liabilities at current yield levels should remain atop priority forall corporate finance
managers.

Elsewhere, asupposedlylacklusterand dull end to a relatively volatile week for markets could still be shaken by
further threatening headlines relating to the Greek standoff.

US retail sales data released on Thursday afternoon showed a healthy 1.2% MoM increase in April, a sign
households are finally willing to put gains from continued job growth and lower fuel prices to work. The number
—combined with better-than-expected business inventories & sales data as well as much stronger JOLTS Job
Openings —led to most economists boosting their GDP forecasts for the 1* and 2" quarter of 2015 (102015 last
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released ata -0.7% annualized rate might soon be revised up to -0.2%, whilst early estimates for 2Q2015 put the
number at +2.8%).

Still, fixed-income markets overlooked this latest confirmation of increased economic activity and decided
instead tofocus on breaking news relating to Greece (namely that the IMF team was abandoning talks with their
Greek counterparts). US and German Treasury bond prices rallied sharply, with yields dropping by close to 12
bps from highs seen earlier in the day.

In the past 24 hours, European Union President Donald Tusk has told Greece’s Alexis Tsipras to stop
maneuvering and decidewhetherto acceptthe conditions onfinancial aid as the International Monetary Fund’s
negotiators left Brussels empty-handed. The IMF said that its team flew out after failing to make progress on a
debtdeal that would help Greece avoid defaultand cementits position within the euro. Tusk accused Greece of
playing games with its future and pressed Tsipras to make concessions to escape economic ruin. “We need
decisions, not negotiations now,” the EU President told reporters in Brussels on Thursday. “There is no more
space for gambling, there is no more time for gambling. The day is coming | am afraid that someone says the
game is over.” “The ball is very much in Greece’s court,” IMF spokesman Gerry Rice told reporters at a media
briefing in Washington. “There are major differences between us in most key areas. There has been no
progress in narrowing these differences recently.”

This morning, courtesy of a Bild-Zeitung (a German tabloid) report —markets have woken up to the fact that the
German government is no longer ruling out a Greek default after Prime Minister Alexis Tsipras during talks on
Thursday did not concede any ground on European Union reform proposals. Citing unidentified people familiar
with the government’s position, Bild reported that Chancellor Angela Merkel’s advisers are in discussion on how
to deal with a default, including capital controls for Greek banking clients and a debt cut. Merkel is also
respondingto pressure from her Christian Democraticblocas a growing number of lawmakers object to further
financial aid for Greece (according to Bild). Last Wednesday’s talks with Merkel and France’s President Francois
Hollande had concluded with Tsipras rejecting proposals such as a higher value-added tax

With time fast running out fora viable solution that would please all parties, markets still remain hopeful fora
last minute deal. Nonetheless, one shouldn’t underestimate the chances of a big accident happening too. And
based on the recent powerful move higher in stocks over past months, it is very obvious that equity traders —
while complaining that the world could soon come to an end —continue pouring additional funds into stocks
despite the current high valuations!!
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It is important that you only use this report if you are the intended recipient of this report and you have satisfied yourself that
you are eligible to receive such information. This report is provided to you because you are one of our esteemed customers and have
previously shown interest in receiving the type of information contained in this report.

The Treasury and Investment Management department of Gulf International Bank B.S.C. ("GIB") have compiled the information in this
report. GIB is incorporated in the Kingdom of Bahrain and is licensed by the Central Bank of Bahrain (the "CBB") as a conventional
wholesale bank. GIB's head office is located at Al-Dowali Building, P.O. Box 1017, 3 Palace Avenue, Manama, Kingdom of Bahrain.

This report 1is intended for the accredited investors, as defined in the Investment Business Code of Conduct published by the CBB.
This information has not been reviewed by the CBB or any other regulatory authority in any jurisdiction and neither CBB nor any
other regulatory takes any responsibility for the correctness or accuracy for the information contained in this report.

The information contained herein is not directed at or intended for use by any person resident or located in any jurisdiction where
(1) the distribution of such information is contrary to the laws of such jurisdiction or (2) such distribution is prohibited without
obtaining the necessary licenses or authorizations by the relevant branch, subsidiary or affiliate office of GIB and such licenses
or authorizations have not been obtained. The recipient of such information is responsible for ensuring that this information has
not been received by it in breach of laws and regulations of any jurisdiction.

This report contains publicly available information only, which has only been complied by GIB. The information provided herein is on

"as is"™ and "as available" basis and without representation or warranty of any kind. GIB hereby disclaims any representation or
warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability, fitness for any particular purpose or
non-infringement of any of such information. In no event shall GIB or its subsidiaries, affiliates, shareholders or their

directors, officers, employees, independent contractors, agents and representatives (collectively, "GIB Representatives") be liable
(1) for any inaccuracy, delay, loss of data, interruption in service, error or omission or for any damages resulting there from, or
(2) for any direct, indirect, incidental, special, compensatory or consequential damages arising from any use of information or
arising from any error (negligent or otherwise) or other circumstance or contingency within or outside the control of GIB or any GIB
Representative, in connection with or related to obtaining, collecting, compiling, analyzing, interpreting, communicating,
publishing or delivering any such information. The information here is, and must be construed solely as, compilation of information
(unless expressly stated otherwise) and not statements of fact as to credit worthiness or recommendations or opinions of GIB.

This report does not provide individually tailored investment advice. Any materials contained herein have no regard to the specific
investment objectives, financial situation or particular needs of any specific recipient. The document is provided for information
purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments.
GIB makes every effort to use reliable, comprehensive information, but we do not represent that it is accurate or complete. No
representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the
materials, nor are they a complete statement of the securities, markets or developments referred to herein. Recipients should not
regard the materials as a substitute for the exercise of their own judgement. Any opinions are subject to change without notice and
may differ or be contrary to opinions expressed by other business areas or groups of GIB as a result of using different assumptions
and criteria. GIB is not under any obligation to update or keep current the information contained herein.

The value of, and income from, your investments may vary because of changes in interest rates or foreign exchange rates, securities
prices or market indexes, operational or financial conditions of companies or other factors. Past performance is not necessarily a
guide to future performance. Estimates of future performance are based on assumptions that may not be realised.

The information contained in this report is just for informational purposes. Information does not constitute a solicitation, an
offer, or a recommendation to buy or sell any investment instruments, to effect any transactions, or to conclude any legal act of
any kind whatsoever. GIB does not intend to provide investment, legal or tax advice through this report and does not represent that
any securities or services discussed are suitable for any investor. When making a decision about your investments and business, you
should seek the advice of professional advisors.

The report may contain statements that constitute "forward looking statements". While these forward looking statements may
represent GIB’s judgment and future expectations, a number of risks, uncertainties and other important factors could cause actual
developments and results to differ materially from GIB’s expectations. GIB is under no obligation to (and expressly disclaims any
such obligation to) update or alter its forward-looking statements whether as a result of new information, future events, or
otherwise. The historical information is provided for information purposes only. Performance figures are calculated before tax (if

any) and after deducting ongoing fees and expenses. The performance figures are historical and past performance is not necessarily
an indication of future results. Certain amounts (including %ages) included in this document may have been subject to rounding
adjustments. Accordingly, figures may not be an exact arithmetic aggregation of the figures to which they relate. The values and

forecasts shown represent our current indicative valuations and forecasts of the relevant transactions, currencies, interest rates,
commodities or securities as at the date shown. Any value or forecast shown herein is not an indicative price quotation. We
expressly disclaim any responsibility for the accuracy of the values or forecasts shown, any errors or omissions in the report

With the exception of information regarding GIB and save as otherwise specifically indicated, the information set out in this report
is based on public information. We have, where possible, indicated the primary source of information. We strongly recommend the
recipients consult the primary source of information. Facts and views in this report have not been reviewed by, and may not reflect
information known to, professionals in other GIB business areas.

This Report, and the information contained herein (save to the extent that such information is publicly available) is confidential
and may not be disclosed by you to any other person outside of your organization without our consent.

GIB retains all right, title and interest (including copyrights, trademarks, patents, as well as any other intellectual property or
other right) in all information and content (including all text, data, graphics and logos) in this document. All recipients must
not, without limitation, modify, copy, transmit, distribute, display, perform, reproduce, publish, license, frame, create derivative
works from, transfer or otherwise use in any other way for commercial or public purposes in whole or in part any information, text,
graphics, images from this document (excluding publicly available information) without the prior written permission of GIB.
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