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Hawks Getting More Hawkish!
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As Netflix looked like it was having a Nokia moment this week, the mostly watched horror show, a.k.a. the “inflation
mania”, continued to haunt global markets with investors rotating from equities to commodities, real estate, and cash.
U.S. Treasuries tumbled and equity-index futures extended losses as investors weighed major central banks willingness
to embrace rate hikes in the tightening cycle.

It was another week, another series of hawkish comments from the Fed. Jay Powell sent his strongest signal so far that
the Federal Reserve is prepared to raise rates by half a percentage point at its meeting next month as it ramps up efforts
to stamp out soaring inflation. “It is appropriate in my view to be moving a little more quickly,” the Fed chair said on
Thursday at a panel hosted by the IMF. “We make these decisions at the meeting and we’ll make them meeting by
meeting, but | would say that 50 basis points will be on the table for ... May.” The view that the Fed should “front load”
increases to its main policy rate so it quickly reaches a “neutral” level that does not stimulate growth was previously
held only by the most hawkish officials, but it has become more widely accepted. The U.S. labor market has been strong,
with employers adding nearly 1.7 million jobs in the first quarter, pushing the unemployment rate down to 3.6% last
month. Fed officials forecast that slower growth abroad, tighter U.S. financial conditions, and less fiscal spending can
slow U.S. demand and inflation without raising unemployment. Many economists think this is going to be a very close
call on whether we get a recession or not. The Fed has to get monetary policy into tight territory, and they probably
need to get some kind of rise in the unemployment rate. Powell also reinforced expectations for another half-point
increase in June, by citing minutes from last month’s policy meeting that said many officials had noted “one or more”
50 basis-point hikes could be appropriate to curb the hottest inflation in four decades. The policy sensitive two year
yield climbed as much as six basis points to 2.74%, the highest since late 2018.

Federal Reserve Bank of Chicago President Charles Evans said that interest rates will probably rise above the level that
neither restrains nor speeds up the economy -- but how much higher will hinge on whether inflation cools as expected.
“Probably we are going beyond neutral. That’s my expectation,” Evans said. Federal Reserve Bank of St. Louis President
James Bullard said the central bank needs to move quickly to raise interest rates to around 3.5% this year with multiple
half-point hikes and that it shouldn’t rule out rate increases of 75 basis points. “More than 50 basis points is not my base
case at this point,” Bullard said adding the Fed under Alan Greenspan did such a hike in 1994 leading to a decade-long
expansion. In 1994, the Federal Open Market Committee (FOMC) wrestled with a similar dilemma as it considered
emerging from a sustained period of low interest rates, amid signs of a reviving economy, growing aggregate demand,
and no obvious signals of inflation. from January 1994 to January 1995, the FOMC raised the fed funds rate seven times,
from 3 percent to 6 percent. At the time, a pre-emptive strike had never been done before. As then-Chairman Alan
Greenspan put it in his 2007 memoir, The Age of Turbulence, such a strategy carried great risk. "Let's jump out of this
sixty-story building and try to land on our feet," is how he described the feeling.

With the market now pricing in 3 distinct 50bps rate hikes in the next three FOMC meetings, all eyes have turned to the
ECB whose stubborn refusal to move away from a negative interest rate policy, despite galloping inflation, has raised
more than one eyebrow. Following a barrage of hawkish rhetoric from policymakers spurred speculation the bank is
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priming the market for faster-than-expected monetary tightening, traders are now betting that the European Central
Bank will raise rates above zero this year for the first time since 2012. Money markets are pricing in roughly 75 basis
points of interest-rate hikes by the ECB’s December decision, and also see an 80% chance of a quarter-point move in
July. That’s up from less than one quarter-point increase expected at the start of the year. With the ECB’s deposit rate
currently at a record low of minus 0.5%, that would push the bank's rate well into the green. Until last week, the debate
at the Governing Council seemed to be focused on whether to hike the deposit rate in September or in December. Since
the April meeting — which apparently killed the possibility of hiking in July — several members of the Governing Council
have been calling to hike before September. Lagarde during the IMF panel discussion didn’t give much away in terms of
what the next policy steps could be for the ECB though. Asked about potential interest-rate increases, she pointed to
the central bank’s June meeting as the moment to take decisions based on new data, while also reiterating that the
euro-zone economy is in a different place than the U.S. The euro touched $1.0758 Thursday, dropping like a stone after
$1.08 barriers were breached, giving credence to the downside move that was no false break.

To make it look a little bit more painful, the Bank of England joined the rate-hike chorus. The governor of the Bank of
England said he was concerned about the risks of persistent inflationary pressure from a strong labour market, even
though he expects economic activity to slow over the rest of the year. Andrew Bailey said he feared that the economy
might fall into recession if the central bank raised interest rates too far. Although the governor insisted that he was not
sending precise signals about which way he would vote at a meeting of the Monetary Policy Committee in two weeks’
time, his comments suggest that he thinks interest rates need to rise further. “We are walking this very, very fine line,”
the governor said, describing the twin pitfalls that threatened the UK economy. One was the potential failure of the BoE
to “tackle inflation” and the other was “the risk that [the rising cost of living and higher interest rates] creates a recession
and pushes too far down on inflation”. Traders are betting on the BoE raising rates aggressively from 0.75 per cent to
2.5 per cent by this time next year. Catherine Mann, a former Citigroup economist who joined the BoE’s nine-strong
monetary policy committee (MPC) last year, said on Thursday that soaring prices of energy and food will persist next
year, even if consumer demand weakens. Mann, who voted for a 0.5 point rate rise in February when the majority of
the MPC voted for a smaller 0.25 point rise, said her "central concern" was "the domestic inflation ratchet" - a situation
where price increases prompt more price increases in a vicious circle. The rate on two-year U.K. government bonds
surged 13 basis points to 1.71%, the highest level since 2009. The pound hit the lowest level since November 2020 falling
below $1.2900.

Last but not least, in zero-covid tolerance China, Q1 GDP figures came in stronger than expected, offset however by
disappointing March data as the recent lockdowns weighed on outlook. China’s gross domestic product rose 4.8%
compared with the same period a year earlier, after expanding 4% in the final three months of 2021. On a quarter-on-
quarter basis, GDP grew 1.3%, down from 1.6% in the first quarter. Analysts had projected gains of 4.2% year on year
and 0.6% quarter on quarter as Covid outbreaks have increased, leading authorities to largely seal off the financial hub
of Shanghai. A sharp deceleration in production and tumble in retail sales in March underline the initial damage from
Covid-19 lockdowns in major cities including Shanghai. A slowdown in fixed asset investment suggests fiscal spending
was not able to provide sufficient support in March for an economy constrained by strict virus countermeasures. April’s
data will probably reveal more weakness. What’s more, exports which are a strong support for growth could slow as
lockdowns to fight Covid-19 disrupt production, adding to downwards pressure from the impact of the Russia-Ukraine
war.
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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. 1In 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.



