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Will Recent Developments in Sweden Have Any Lasting Impact on the Fed's Rate Decision in March?!
Depends on Who You Ask!

Fadi Nasser - Head of Treasury Sales

Swedes have been scratching their heads and making jokes about US President Donald Trump's remarks that suggested
a major incident had occurred in the Scandinavian country. During a rally in Florida last Saturday, Trump told his followers
to look at what had happened in Germany, Paris, Brussels and Nice, in apparent reference to the terror attacks there. He
then added “Look what's happening last night in Sweden. Sweden..who could believe this.. Sweden". It was not clear what
the US president was referring to as there were no high-profile situations reported the previous night (similarly, in past
weeks Trump’s counsellor Kellyane Conway referred to a Bowling Green Massacre that never occurred, triggering a public
feud with “Fake News” CNN!). Sweden’s Foreign Ministry spokeswoman Catarina Axelsson said that the government was
not aware of any "terror-linked major incidents," whilst the Security Police said it had no reason to change the terror threat
level. Former Swedish Foreign Minister Carl Bildt tweeted, "Sweden? Terror attack? What has he been smoking?
Questions abound, "and another Twitter user said "After the terrible events of last night in Sweden, IKEA have sold out of
this" and posted a mock lkea instruction manual on how to build a "Border Wall," saying the pieces had sold out! ©

Moving to serious matters, French political soothsayers remain convinced that National Front leader Marine Le Pen will not
succeed in her bid to become French president in the country’s two-stage election (1* round scheduled for April 23" run-
off election planned for May ™ 2017). However, traders and investors seem less relaxed about the outcome. After the
shocks of the U.K. voting for Brexit and Donald Trump becoming U.S. president in 2016, they are right to be taking out
extra insurance. According to figures compiled by the website Oddscheker.com, the three main candidates are now neck-
and-neck to become the next French president, based on the odds available from bookmakers. Republican candidate
Francois Fillon has recovered ground lost during revelations he paid his family as staff members, while independent
candidate Emmanuel Macron boosted his run for the presidency on Wednesday afternoon, after agreeing to an alliance
with his centrist rival Francois Bayrou (to avoid splitting the moderate vote). The only constant in the race remains Marine
Le Pen, with recent polls showing her winning the first round with a steady 26-28% of total cast votes.

As a result, French borrowing costs have been heading higher, with the 10-year yield surpassing 1% for the first time in a
year. But it is the yield spread to Germany, the euro region’s benchmark borrower, that is showing the most stress,
reaching its widest since July 2012 (spread between 10-year German Bund and French Oat yields last at 74.5 bps). In
addition, yields on short-term German bonds have hit record lows this morning (-0.97% on 2-year notes! “Silly” and
“Surreal” are the two words that come straight to mind, especially given the marked improvement in German economic
data lately!). Bond buying by the European Central Bank had already pushed short-term German yields deeper into
negative territory (the ECB in December expanded the universe of debt it can buy to include bonds yielding below the
deposit rate, which is currently minus 0.4%), but investors also pointed to a growing market sensitivity to French and
Greek political developments/uncertainties (possibly the same “herd mentality” investors that will be happy to sell these
bonds at much lower prices / higher yields in coming weeks).
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Last, but not least, Federal Reserve officials have expressed confidence they can raise interest rates gradually, while a
hike “fairly soon” might be appropriate to avoid the risk of an overheated economy, according to minutes of the Federal
Open Market Committee’s (FOMC) latest meeting, released on Wednesday in Washington. “Many participants expressed
the view that it might be appropriate to raise the federal funds rate again fairly soon if incoming information on the labor
market and inflation was in line with or stronger than their current expectations or if the risks of overshooting the
Committee’s maximum-employment and inflation objectives increased,” the minutes noted. Records of the January 31°% /
February 1* gathering (2-days meeting) also showed Fed officials wrestling with uncertainty on issues ranging from the
Trump administration’s fiscal stimulus plans to the headwinds a rising dollar may pose. The discussion of a rate hike “fairly
soon” was tempered by other comments that indicated little concern about near-term inflation risks. A few participants
“noted that continuing to remove policy accommodation in a timely manner, potentially at an upcoming meeting, would
allow the committee greater flexibility in responding to subsequent changes in economic conditions.”

As a reminder, U.S. central bankers left the target range for their benchmark lending rate unchanged at 0.5% to 0.75% at
the conclusion of their last meeting. Fed Chair Janet Yellen told Congress in her semi-annual testimony last week that “a
further adjustment of the federal funds rate would likely be appropriate” if the economy continues to evolve in line with their
expectations. Traders are still pricing in about a one-in-three chance (34%) of a rate increase when the FOMC next meets
on March 15". Such low assigned probability by market players for an imminent rate hike has led Mohamed El-Erian -
Allianz SE’s chief economic adviser — to warn traders not to get complacent about the prospect of a Federal Reserve
interest-rate hike next month. Given the minutes from the Fed’'s February 1* meeting and recent economic data, the
market’s implied probability of an increase in March "seems too low," El-Erian recently tweeted. He added that a
probability of 50% to 60% appears more appropriate! For El-Erian, the February jobs report, to be released March 10, will
be significant. The jobs report, especially wage growth, will have a "notable impact" on the Fed’s thinking at the March
meeting, "one way or the other," El-Erian added in a second tweet (guess will have to agree with Mr. El-Erian on this call,
even though Fed officials are well known to err on the side of caution ahead of major political/geopolitical events).
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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 Jjurisdiction 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 Jjurisdiction 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 1is"™ 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.



