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The Fed and Markets Are Now Preoccupied With The UK Brexit Referendum ... And Will Soon Shift
Focus to US Presidential Elections! Fadi Nasser (SVP – Head of Treasury Sales)

June is set to be a very busy month despite little price movements in past days. Yesterday witnessed two important
meetings, though investors – let down by lack of surprises from OPEC’s and the European Central Bank decisions –
have fast turned their attention to this afternoon US payroll release, the US FOMC meeting on June 15 th, Bank of
Japan policy decision on June 16th and results of the “Brexit” referendum on June 23rd (not to mention a Spanish
election in between!).
To start with yesterday’s meetings, the European central Bank left rates unchanged as widely expected (as a refresh,
the repo rate stands at zero, the marginal lending rate at 0.25%, and the rate on bank overnight deposits at -0.40%).
It also announced that it will begin buying corporate bonds as part of its ongoing asset purchase program on June
8th, moving at a rate of EUR 80 billion a month (80 billion here, 100 billion there… who’s really counting ?!). ECB
president Mario Draghi suggested that the Eurozone economic recovery will proceed at a moderate but steady pace,
although with various downside risks. "The latest data point to ongoing growth in the second quarter, though
possibly at a lower rate than in the first quarter," Draghi said. “Risks to the Euro area growth outlook remains tilted
to the downside," and mainly relate to developments in the global economy, the upcoming June 23 rd U.K.
referendum on European Union membership and other geopolitical risks. Asked specifically about '”Brexit”, Draghi
said the ECB has a view that the U.K. should remain in the EU because it would be beneficial both sides but is ready
for "any outcome." However, he gave assurances that "the ECB is ready towards contingencies" should the vote go
the other way. The Euro hardly moved on those remarks - trading in a tight 1.1140 – 1.1170 range against the US
greenback – while 10-year German bund yields dropped 3 bps (from 0.14% to 0.11%).
Elsewhere, OPEC members – also meeting in Vienna yesterday – decided to stick to their policy of unrestrained
production, rejecting a proposal to adopt a new output ceiling (prior to this meeting, rumors circulated that Saudi
Arabia had floated the idea of restoring a group production ceiling as a gesture to show it had no plans to flood the
market and it was serious about making the meeting a success). Still, ministers were united in their optimism that
global oil markets are improving. “The atmosphere in today’s meeting was calm without any tensions,” Iranian Oil
Minister Bijan Zanganeh, whose disagreements with his Saudi counterpart had unsettled previous meetings, said.
There is “very good unity” among members, he added. While analysts agree supply and demand in the global oil
market is much closer to balance than December, hurdles remain to OPEC regaining the market power it once
enjoyed. Relations between the group’s two most powerful members -- Saudi Arabia and Iran -- remain strained by
their regional rivalry, global stockpiles are at record levels and the field outages in Canada and Nigeria that have
helped drive prices higher may prove temporary. Whilst crude prices dipped briefly on news no OPEC output
agreement had been reached, they soon climbed again to a seven-month high in London after the U.S. reported a
drop in stockpiles.
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Currency and bond investors will now focus their attention on this afternoon’s U.S. jobs report release. The latter
should help determine whether the Federal Open Market Committee sees a strong-enough economy to raise
interest rates on June 15th , especially following the more hawkish tone of Fed officials in past weeks. Economists in
a Bloomberg survey forecast that the Labor Department’s May Non-Farm Payrolls report will show employers added
160,000 jobs for the second straight month, representing a slowdown from last year’s average monthly growth of
229,000 jobs. The unemployment rate is expected to fall to 4.9% from 5% and average hourly earnings should
continue running at a 2.50% annual rate (Mind you that a Verizon workers’ strike that lasted for more than 6 weeks
could reduce growth in May’s payroll number by more than 40,000, and its impact on average hourly earnings and
aggregate hours worked is yet not clear!).
Whilst an unexpected turmoil in Chinese and global markets led the Fed to refrain from raising rates earlier this
year, a similar scenario could develop in coming weeks with investors and financial decision makers heavily
preoccupied with the outcome of UK’s EU referendum. With just under three weeks to go until the referendum,
campaigning is getting increasingly bitter, and both camps have been accused of smears and overstating the facts.
While the “Remain” camp has relied on reports from bodies including the Treasury, the Bank of England and the
International Monetary Fund portraying the dire economic consequences of an exit (Chancellor of the
Exchequer George Osborne will later today announce that hundreds of thousands of jobs may be lost in the service
sector if the country leaves the European Union), the “Leave” campaign has switched its focus to the government’s
failure to curb immigration. Two ICM polls, carried out both online and by telephone, put “Leave” ahead this week,
suggesting its strategy may be working. Meanwhile, in a sign that the government’s economic message has not cut
through, an Ipsos Mori poll on voter attitudes found 58% of respondents saying they do not think leaving the EU
would affect their own standard of living.
Soon, markets will recognize UK voters’ preference! When that happens and passes, do not be surprised with
market commentators’ focus shifting to upcoming US presidential elections (and so on … who knows, maybe some
renewed attention on the Zika virus too!!).
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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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