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ECB Delivers on March 10th..... Markets Now Await the US Fed Decision on March 16 th
Fadi Nasser (SVP – Head of Treasury Sales)

ECB Pulls All The Levers…ECB takes Bold Steps to Stimulate the Eurozone Economy …. ECB Fires the proverbial
“Bazooka” …. Hip Hip Hooray!!
ECB President Mario Draghi has rediscovered his mojo! Whilst he may have underwhelmed investors in
December (by delivering modest easing at the ECB December 3rd meeting), Mr. Draghi - faced with a Eurozone
economy stubbornly resistant to revival - bounced back last Thursday by announcing an aggressive package of
quantitative easing measures that incited a big market rally (including a sharp rally in the Euro versus most G-10
peers after an initial selloff, as the ECB President said the ECB sees no need for further rate cuts at this point in
time) . The problem: He may be encouraging excessive risk-taking without being able to increase inflation.
Stock and bond prices shot up while credit indexes tightened sharply after Mr. Draghi increased the value of
monthly European Central Bank asset purchases by one-third to € 80 billion (from € 60 billion previously). He
also said non-bank investment grade corporate bonds would qualify for the buying program, which aims to spur
economic activity by cutting borrowing costs. In addition, Mr. Draghi unveiled plans for new four-year loans for
European banks, with those carrying interest rates as low as the deposit rate (cut by 10 basis points to minus
0.4%). That would effectively mean paying commercial banks money to borrow central bank funds!! The central
bank also cut its benchmark interest rate, the main refinancing rate (repo rate), to zero from -0.05%.
The plan to buy corporate bonds is a radical departure for a central bank that was far more conservative than its
peers during the financial crisis. First, although bonds issued by banks still do not qualify for purchases by the
central bank, Mr. Draghi is helping them by indirectly cutting their funding costs. As yields on other corporate
debt fall as a result of the bank's buying, investors will turn to bank debt and subordinated bonds. Second,
negative rates for long-term loans would mean the central bank effectively pays banks to borrow. This would
mitigate any damage done to bank margins by the more-negative deposit rate. No wonder the Euro Stoxx Banks
index rose 4.9%, outperforming the wider market.
But all this light and joy cannot distract from a couple of rather big clouds. Given that Eurozone inflation has
failed to respond much to past easing (despite the bank’s stimulus measures to date, inflation in the 19
countries of the Eurozone has been stuck near or below zero for more than a year), it is unclear whether Mr.
Draghi's new measures can spur consumer prices. Worse, the central bank chief just gave investors a new
reason to disregard fundamentals when buying corporate bonds.
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Whether the broad and even radical set of measures will have an effect, only time can tell! However when the
central bank's easing party finally ends, the excessive risk-taking it is encouraging could leave an even bigger
hangover!!

All attention will move this week to the Federal Reserve's 2-days policy meeting starting tomorrow (final rate
announcement will take place on Wednesday 16th at 9:00 pm Bahrain time), particularly after the stimulative
measures taken by the European Central Bank last week. Here are some steps that U.S. central bankers – most
likely - will and won't take, and particularly those of greatest interest to financial markets:
-

-

The Federal Open Market Committee (FOMC) will leave the Fed's interest rate as is (Fed fund rate at
0.25%--0.50%), and will make no changes to the policy governing the use of its balance sheets.
Fed officials will guide markets toward the possibility of more interest rate increases than are currently
priced in by traders and investors (possibly 3 rate hikes in 2016 and 2017, versus market pricing for 1
rate hike per year over coming years)
Fed officials will note the continued recovery of the U.S. economy, led by strong job creation, but
without sounding the all-clear on wages and inflation (both remaining under control).
Fed officials will reiterate concerns about global economic weakness but refrain from upgrading the risks
of spillover onto the real economy at home. They will seem somewhat comforted by the return of
relative financial stability, especially after the volatility a few weeks ago that again illustrated the
fragility of investor sentiment both in the U.S. and elsewhere.

Putting this all together, the Fed once again will emphasize both its dependence on data and its policy
conditionality. This, however, will be accompanied by careful signals that -- unlike other systemically important
central banks in China, Europe and Japan -- the Fed remains inclined to cautiously pursue its path of gradually
higher interest rates and monetary policy normalization. We will surely keep you posted with the final outcome.
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Disclaimer
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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