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A Lot of Sad Political Developments & Breaking Financial News ... Markets Far From Panic Mode!!

Fadi Nasser - Deputy Chief Investment & Treasury Officer

As the auspicious month of Ramadan starts, | also wish our valuable readers Peace, Serenity and
utmost Happiness!! Ramadan Kareem and “Kul 3Am Wa Entom Bi-Khair”!

Last December, US President Trump defied warnings from allies across the world and overturned decades of
US foreign policy by announcing that he is recognising Jerusalem as the capital of Israel, and triggering
plans to move the US embassy there, from Tel Aviv. The US president described the step as a long overdue
move that would advance the peace process (back then, our riposte to such simplistic & misguided thinking
was ...Yeah Sure!). “This is nothing more or less than a recognition of reality,” Mr. Trump also mentioned in
that address. “It is also the right thing to do.” Whilst Trump’s decision demonstrated resolve on a hugely
symbolic issue and redeemed a pledge to supporters and key donors that he first made during the
presidential campaign, it was seen by many European and Arab allies as a step in the wrong direction, with
serious negative implications in terms of prospects for peace in the Middle East.

In such predictable and tense context, last Monday’s sad developments in the occupied territories should
have come as no great surprise to anyone following regional developments closely! Israeli forces opened fire
on demonstrators in Gaza, killing dozens (closer to 60) and injuring well in excess of 2,000 people protesting
the Monday opening of the US embassy in Jerusalem. As bodies fell on the border on what became the
bloodiest day in Gaza since the 2014 war, US and lIsraeli officials were busy celebrating the opening of the
embassy, formally relocated to Jerusalem from Tel Aviv on the 70" anniversary of the formation of Israel. In
a recorded video message played to some 800 people gathered at the new embassy, Mr. Trump said the
United States “remains fully committed to facilitating a lasting peace agreement.” (Trump also tweeted “Big
day for Israel. Congratulations!”). In a speech at the ceremony, Jared Kushner, Mr. Trump’s son-in-law, also
spoke of a resolution to generations of conflict. “When there is peace in this region, we will look back upon
this day and will remember that the journey to peace started with a strong America recognizing the truth,” he
said (Yeah Sure!). But Prime Minister Benjamin Netanyahu of Israel sounded more triumphant and defiant
than conciliatory. “What a glorious day,” Mr. Netanyahu exulted. “Remember this moment! This is history!
President Trump, by recognizing history, you have made history....We are in Jerusalem and we are here to
stay,” he added. “We are here in Jerusalem protected by the great soldiers of the army of Israel and our
brave soldiers are protecting the border of Israel as we speak today.” Amnesty International and United
Nations human rights experts were quick to accuse Israel — as in previous similar instances - of violating
international law. There was also harsh criticism from countries including Saudi Arabia, France, Belgium and
the U.K, whilst Turkey opted to expel Israel’'s ambassador and recalled its own from Israel and the U.S. The
Palestinian Authority appealed to the Arab League and UN for international protection and urged the
International Criminal Court to investigate Israeli officials.


https://www.theguardian.com/world/2018/may/14/israel-tells-palestinians-they-are-risking-lives-in-us-embassy-protests
https://www.theguardian.com/world/2018/may/14/israel-tells-palestinians-they-are-risking-lives-in-us-embassy-protests
https://www.theguardian.com/world/2018/may/14/israel-palestine-defiance-death-gaza-jerusalem-suffers-horrific-day-of-violence-for-four-years
https://www.theguardian.com/world/2018/may/14/israel-palestine-defiance-death-gaza-jerusalem-suffers-horrific-day-of-violence-for-four-years
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Market reaction to Monday’s bloody events has been muted (after all, for a US-led world community and
greedy bankers - Palestinian lives hardly matter'®). Still, there were major news out on the
Rates/Commodities/FX fronts over the past few days, and those are summarized below:

- 0Oil’s Persistent Rally: Brent oil rallied to $80 a barrel in London for the first time since late 2014,
amid mounting signs that global stockpiles are shrinking. Brent crude futures have jumped in past
week as OPEC’s output curbs tightened surpluses around the world and the outlook for shipments
from Venezuela and Iran worsened. The rally in New York fizzled, however, as record output from
shale fields and a drilling ramp-up limited the scope for gains. The recent widening gap between the
global benchmark and American prices (currently as wide as $ 8.20, versus a median of $ 4.0 in past
year) has also encouraged unprecedented exports of U.S. oil. The worldwide glut has been
eradicated and “OPEC still hasn’t said anything about ending the deal early, which is only good for
markets,” said Ashley Petersen, lead oil analyst at Stratas Advisors in New York. As for the US,
“we’ve been having plenty of exports to kind of alleviate any sort of glut here. There seems to be just
enough crude and it’s all finding a home to go to.” Yet, money managers who are reducing bullish
bets on oil are following a “dangerous” strategy, according to Goldman Sachs Group Inc, who sees
demand for oil remaining strong and concerns over economic growth probably proving temporary.

- Bond Traders Get a Glimpse of the Apocalypse: Last year was all about the global synchronized
economic recovery! This year may all be about the global synchronized bond slump. From Japan to
Frankfurt, London and New York, the market for government debt securities was a sea of red in past
few days, as U.S. central bankers up their plans to "normalize" monetary policy, which is code for
raising interest rates and cutting back on their debt purchases. Although the U.S. Federal Reserve
has been doing just that since late 2016, the global bond market has largely been able to absorb it,
mostly because the European Central Bank and Bank of Japan pressed on with their extraordinary
easy money policies. But last Monday's action shows what may be in store for bond traders after ECB
policy maker Francois Villeroy de Galhau told Bloomberg News that he expects bond purchases to
end this year and an interest-rate increase to possibly follow in a matter of “some quarters, but not
years.” “I don't believe Villeroy's comments should be a surprise to anyone, but it seems to be a
gentle reminder of what is to come," Peter Boockvar, the chief investment officer at Bleakley Financial
Group, noted in a research report. "My worry about what is to come for European bonds has been
made clear many times" but even so yields on the continent remain "mind boggling" at such low
levels (brings to mind our repetitive warnings with regards to false market complacency and massive
central bankers’ bond manipulations!). Additionally, what ought to be very worrying to
investors/traders/central bankers is the fact that this week’s Treasury market big bang (and most
importantly the decisive upside break of 3.00% for US 10-year Treasury yields, last at 3.10%) came
on a day (and week) that few traders could have seen coming. That should make traders wonder
what might be in store next month, when US and European inflation and growth data starts again
surprising on the upside (in the absence of weather-related drags on the latter, and weaker euro /
higher oil prices for the former).


https://www.bloomberg.com/news/articles/2018-05-14/ecb-s-villeroy-sees-rate-hike-quarters-not-years-after-qe-end-jh5xkdkg
https://www.bloomberg.com/news/articles/2018-05-14/ecb-s-villeroy-sees-rate-hike-quarters-not-years-after-qe-end-jh5xkdkg
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- Market Participants At Odds re the US Dollar’'s Upcoming Trend: Three hedge fund managers
are going head-to-head with Wall Street’s top strategists over the fate of the US dollar, wagering the
currency’s best run in three years is far from over. At a time various banks’ analysts warned earlier
this week that the short squeeze that sparked the US greenback’s fastest rise in 18 months (4.5%
jump in less than a month) was starting to fizzle out due to mounting bearish conditions for the
currency (including low domestic inflation, economic resilience overseas, the potential escalation of
trade tensions, as well as stretched technical indicators), traders at IPM Informed Portfolio
Management, Millennium Global Investments and Rhicon Currency Management have stood at odds,
arguing US dollar strength remains strongly in place. Whilst concerns over swelling budget and
current account deficits cast a pall over the U.S. currency’s longer-term prospects, an overemphasis
on the big picture is already causing some investors to miss out on the latest leg of the rally,
according to Peter Jacobson, managing director at Rhicon. “People are probably focusing on the
deterioration of the U.S. balance sheet as a whole and how the twin deficits blow out, looking forward
5, 10 years,” said Jacobson, who helps oversee $700 million from Singapore. “The market is being
too clever in looking that far down the line. The deficit in the U.S. is going to be problematic, but that’s
later on.” Jacobson sees the dollar’s resurgent link with rate differentials fuelling gains in the months
ahead as the Federal Reserve tightens policy to control inflation, while speculation mounts that
slowing growth will delay hikes from the Bank of England and the European Central Bank. His long-
dollar wager has helped the Rhicon Strategic Program return 8.8% year-to-date, the second-best
performance among 24 foreign-exchange trading programs tracked by Citigroup. Richard Benson,
head of portfolio investments at Millennium Global in London, is also on the currency’s long-term
prospects, wagering that record spreads between U.S. and European rates (US/GE 10-year interest
rate differential at a staggering 249 bps, in favour of the US) will support the greenback in the coming
months. “The very slow and gradually widening interest-rate differentials against the euro have now
reached a tipping point where that is very powerfully positive for the U.S. dollar,” said Benson, who
helps manage $20 billion. “In a relatively low-volatility macro environment, that becomes increasingly
important.”


https://www.bloomberg.com/news/terminal/P8GTX86K50Y6
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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 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 1is 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.



