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Forecasting Financial Trends Was Never Simple! Especially When Sudden Shifts in Sentiment
Rule! Fadi Nasser (SVP – Head of Treasury Sales)

The rally in equity and commodity markets has persisted this week, with Asian shares and oil both rising to
eight-week highs and US/European stock indices consolidating recent gains. The MSCI Asia Pacific Index of
shares and crude are both set for weekly advances of more than 5.5%, whilst a Bloomberg gauge of developing
nation’s currencies climbs for a fifth day as a wide range of emerging market currencies - from the Indonesia’s
rupiah to the Chinese yuan – continue their ascent against the US greenback. Gold prices remain on an upward
trend, rising to a high of US$ 1,274 this morning and entering a bull market (defined as a rise in excess of 20%
from recent lows).
Global equities have recouped more than half of this year’s losses since sinking to a 2 -/2 year low on February
11th, amid improving U.S. data and monetary stimulus in China. Today’s report on U.S. nonfarm payrolls will give
investors further insight into the health of the world’s biggest economy and the likelihood of further interestrate hikes by the Federal Reserve, while China is expected to announce its plans to revive growth when an
annual meeting of the National People’s Congress gets under way on Saturday. “U.S. data continues to shine, oil
continues to firm and risk appetite is coming back into all aspects of the markets,” said Angus Nicholson, market
analyst at IG Ltd. in Melbourne.
Chinese authorities seem to finally be getting through to investors after months of confusion about the nations’
economic policies helped drive a US$9 trillion global equity rout. Recent moves such as ruling out the possibility
of a one-off yuan devaluation, appointing a new head of the securities regulator, increasing the money available
for lending and lowering the banks’ reserve requirement ratio (by 0.5% effective march 1st) appear to be winning
back some confidence. Fresh data last Tuesday - showing a further slowdown in the world’s second-largest
economy (for both factory output and services) - barely made a dent in a broad market rally. Even a Moody’s
Investors Service downgrade to the country’s credit-rating outlook to negative the next day – on the back of a
surging debt burden and uncertainties over the government’s ability to enact reforms – did little to halt a sharp
rally in Chinese stocks. And now expectations will be quite high for an announcement of significant further fiscal
spending from China’s National Party Congress, while Chinese Premier Li Keqiang is likely to confirm this
weekend a shift in the monetary policy stance from "prudent" to "prudent with a slight easing bias. “We
panicked about China for much of this year,” Michael Metcalfe, global head of macro strategy at State Street
Global Markets, a unit of the world’s largest money manager for institutions, said. “The market is beginning, just
beginning to regain some faith, perhaps, in policy.”
Oil prices are also on the rise. West Texas Intermediate crude for April delivery is last trading at $34.70 a barrel,
extending this week’s advance to 6.0%. Key OPEC members intend to meet with other producers in Russia on
March 20th to renew talks on an agreement to freeze output.
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And there will be a “dramatic price movement” when that takes place, Nigerian Minister of State for Petroleum
Resources Emmanuel Ibe Kachikwu said yesterday (not sure whether I should trust Ali Al-Naimi or Emmanuel
Kachikwu on that one!).
Elsewhere, the US dollar has lost its shine in the past 48 hours, trending lower versus the British pound and
Euro. Such retracement is both healthy and normal within the large macro trend as it gives markets the time to
breathe. It also serves as an opportunity to shake out any weak handed investors. However, once the selling
pressure abates or disappears completely, the old trend takes off like a rocket. Presumably this latest correction
will prove to be very short in nature as the European Central Bank (ECB), the UK Monetary Policy Committee
(MPC), the US Federal Open Market Committee (FOMC) and the Bank of Japan (BOJ) all meet in coming weeks,
with the ongoing divergence in monetary policies still expected to send the US dollar on its rampage higher over
the medium term. In Europe, inflation expectations have recently fallen to record lows, growth concerns remain
elevated, equities are more than 10% lower and credit spreads are distinctively wider. With such fragile
economic backdrop, the ECB is widely expected to deliver on its promises for further easing. And whilst the bar
is high again for the European Central Bank to beat buoyant market expectations, we still foresee a 10-15 bps
cut in the deposit rate (which banks use to make overnight deposits with the ECB, last at -0.30%) and an increase
in QE volumes by € 15 billion/month (on top of the current € 60 billion monthly bond purchases) for six months
alongside promises of more to come if needed – that should support risk sentiment going forward, whilst
depressing the value of the Euro.
With regards to the US central bank, Fed officials continue pointing at further rate hikes should employment,
growth and inflation parameters edge higher throughout the year. At its December 2015 FOMC meeting, they
have called for four hikes in 2016. Yet markets (forward US yield curves) are hardly pricing a full 25 bps hike in
the Fed funds rate between now and December-end. Investors are effectively calling the Fed's bluff (or that is
what they currently believe!), as the Fed's forward guidance policies fall apart. But Fed officials would still want
to maintain their credibility, and will likely interpret any economic data with rose colored glasses (mind you that
US data releases are still quite healthy!). Additionally, there is always an added incentive to try and hike sooner
than later so that they have some dry powder for when the economy inevitably slips into recession again. All
that has led RBC Chief Economist - Tom Porcelli – to say earlier this week that the Federal Reserve will be acting
in defiance of its most steadfast guidance if it does not raise interest rates at its March meeting. “For all of the
effort the Fed has put into communicating to markets that monetary policy decisions are data dependent, a no
move at the March meeting (our base case) will prove the exact opposite," wrote Mr. Porcelli. With the Federal
Reserve’s preferred gauge of inflation (core PCE last at 1.7%) now running hotter than what the median
policymaker projected it would be at the end of 2016, and the jobless rate at 4.9% - the middle of the FOMC’s
range for full employment - US central bankers should be in a position to drive short term rates higher. “A no
hike in March reaffirms that monetary policy remains less about U.S. domestic realities and more about the
perceived risks from the commodity price collapse and broad global malaise. Perhaps data dependence applies
more to financial market and global economic metrics than is commonly appreciated”, Porcelli concludes.
A final reminder with respect to this afternoon February US payroll data: The BLS announcement will come at
4:30 pm Bahrain local time. Bloomberg’s consensus is for a 195,000 increase in jobs on the month (following a
151,000 increase the previous month), an unchanged unemployment rate and average workweek (at 4.9% and
34.6 hours respectively), as a flat month-on month reading in average hour earnings (2.5% year-on-year)
following a strong +0.5% monthly showing for the month of January. US 5-year and 10-year UST yields last
trading at 1.34% and 1.83% respectively!
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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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