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Markets -in general - have been remarkably calm in past week, and as a result realized volatility has dropped sharply
across asset classes. Whilst such development is usually positive and constructive for financial markets/instruments,
the timing seems striking to us given the recent major re-pricing of Fed risks, the continuing rise in oil prices and
ongoing uncertainties over the health of China/Japan’s economies as well as the upcoming Brexit vote. Against this
backdrop, G-7 equity markets have inched higher in past days while bond yields have partly reversed the upward
momentum witnessed the week before (but again, why would bonds rally in a “risk-on” mood/environment. | am
honestly totally clueless on that, unless someone tries again “convincing” me that investors are still reaching for
yields?!)

Fed officials continue to make a strong case for an impending rate hike: From John Williams to Esther George, Eric
Rosengren, Jeffrey Lacker, Bill Dudley, Patrick Harker and James Bullard - the list of FOMC members who have
recently sounded surprisingly hawkish (i.e. upbeat on growth and inflation prospects, and hence more inclined to
vote in favor of raising rates) just keeps growing! As recently as early May, a Fed rate hike in June was completely off
the agenda. After all, the statement that accompanied the April 27" FOMC made no mention of an imminent rate
hike, suggesting that the doves within the FOMC had the upper hand. Moreover, since first-quarter US GDP was
quite disappointing (initial release came out as +0.5% QoQ annualized, but such is expected to be revised upwards
to +0.9% later this afternoon), market expectations had quickly shifted towards a rate hike later this year or early in
2017.

This market interpretation proved to be wrong, and minutes of the April meeting — published a week back —
confirmed that most Fed officials viewed poor 1° quarter economic performance as a one-off, and felt that a June
rate rise was still on the agenda subject to the right mix of US economic data and global financial conditions. This
morning, the likelihood of a rate move - based on the Fed Funds Futures - stood at roughly 33%. Mind you, such
reading remains quite depressed after the latest stretch of Fed hawkish talk, and clearly points at an apparent loss of
credibility on the part of the Fed! Put simply, anyone who is too hesitant (“cry wolf”) will not attract the required
attention at some stage, and US Fed governors appear to have fallen into such trap.

So will the Fed really act as early as June 15" or is this yet another false alarm? Did Fed officials simply no longer
want to accept that the market is refusing to be convinced that the Fed may take action again and that US long
yields will stay absurdly depressed? Of course it is a major problem for central bankers if their comments no longer
attract attention on the market, as it simply makes it impossible to fine-tune market expectations under these
circumstances. In this context, does this recent turnaround also mean all those comments made over the past two
weeks were the outcome of a carefully planned strategy?
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A kind of repair program for the Fed’s credibility? Anything else would no doubt completely ruin the Fed’s credibility
on the market for the foreseeable future! But if that is truly the case, wouldn’t it be more sensible for market
players to start taking the Fed more seriously and early prepare for higher interest rates in the short term!!

Which brings me to the final question for the day: What will Janet Yellen comment on the matter this afternoon
when she engages in “a conversation about her groundbreaking achievements” at an event in Massachusetts (starts
at 20:15 Bahrain time)? One presumes Yellen would assume her responsibilities as Fed Chair and go down the same
route as her Fed lieutenants. In that case, expectations of an imminent rate rise would become a majority view
rather than a minority one, the USD would continue to appreciate, gold would be sold and bond yields would rally
sharply! Otherwise, should Yellen choose to focus on her “groundbreaking achievements” (a conversation that
shouldn’t last more than 60 seconds if you ask me!) and not mention rate hikes, the market might consider this as
another dampener. As a reminder, bond markets will have an early close this evening, ahead of the long Memorial
Day weekend and Fed Chair Yellen could easily avoid saying anything too earth-shaking, opting instead to keep
market volatility low.

Last, markets learned on Wednesday that Chinese officials were planning to press their American counterparts in
annual talks next month (the annual U.S.-China Strategic and Economic dialog talks are scheduled for June 6-7th in
Beijing) on the chance of a Federal Reserve interest-rate increase in June. The nation’s policy makers apparently
want to better prepare for the potential impact on financial markets and the yuan (Seriously?! All this panic for a
long telegraphed 25 bps rate hike?!). In China’s view, if the Fed does lift borrowing costs, then a July move would be
preferable — according to people familiar with the matter! Gladly, China’s central bank denied the story on
Wednesday evening and again yesterday, with a press officer for the People’s Bank of China (you would surely agree
with me that this chap qualifies for a “superior” familiar person on the same matter!) confirming the whole story is a
lie.
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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 is 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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