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The bond vigilantes are acting a lot less vigilant these days! There was a time, following the inflation crisis of the
early 1980s, when the bond market, regardless of the Federal Reserve's policy, worked to keep a cap on bond prices
(lower prices & higher yields) just to be sure the economy did not get too steamy. Whenever there were signs that
the pace of growth was picking up, the so-called vigilantes would rush to sell, driving interest rates higher and acting
as a brake on the economy.

But if this July is any indication — not to mention the price action over the past 6 months - a new era may be upon
us! The bond market is soaring. The yield on the benchmark 30-year US bond has recently plummeted to a record
low 2.08% from the 3.04% level witnessed at the beginning of the year (similarly 10-year US yields traded to a low of
1.32%, down from 2.25% at the start of 2016!). Behind it all is a conviction among bond investors and traders that
the Federal Reserve would not risk raising interest rates too fast (nor too far) until global growth and inflation
actually show signs of holding up and political/geopolitical tensions ease!! (my take on this matter remains strongly
one of “excessive central banks’ manipulation translating into the mother of all financial bubble”).

Overall, of course, that is good news for bonds and bondholders! But it portends more volatility, and, somewhere
down the road, perhaps some brutally painful losses. After all, recently released US data — including June figures for
Non-Farm Payrolls, ISM Non-Manufacturing, Retail Sales and Consumer Price Inflation — has uniformly and largely
surprised to the upside (in normal times that would have triggered a major bond sell-off/re-pricing!). Even last
Wednesday’s FOMC upbeat statement (The Federal Open market Committee “FOMC” decided to leave the US
benchmark rate unchanged at its July 27" monetary policy meeting, but the economic assessment pointed to more
confidence in the overall economic outlook, diminished concerns about the US labor market and subsiding near-
term risks in the aftermath of the “Brexit” decision) - a very useful tool for conveying policy hints - did not prevent
yields from moving/closing lower on the day.

But then again, just like the Boy Who Cried Wolf, the Fed has cried “hike” so often and failed to deliver and markets
are rightly ignoring their message! The Fed could now opt to wait and see how the economic data plays out (most
importantly the Q2 GDP release later this afternoon with market consensus for a +2.5% quarter-on-quarter
annualized growth, July ISM Manufacturing out on August 1%, July ISM Services out on August 3" and July payroll on
August Sth). If the data is good, markets - on their own - should start pricing in a higher probability of a rate hike in
September (next FOMC meeting scheduled for September 21*, and will be followed by a press conference).
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Or it could decide that the market - once again - needs to take rate hikes more seriously, and initiate a media
barrage to put a September hike firmly on the table (Fed Chair Yellen and her colleagues would let out their
frustration that the market did not respond - as they planned - to their decision making process and various
commentaries, and the Fed could feel more pressured to boost interest rates, believing it is now on its own in the
inflation battle and can no longer count on investors to send yields higher when the economy improves!).

Elsewhere, the Japanese yen strengthened markedly this morning (trading down to 103.30 from 105.50 against the
US Dollar) as the Bank of Japan kept its key monetary tools unchanged (policy interest rate untouched and JGBs
monthly purchases unchanged), whilst promising to mount a comprehensive review of its policy framework due to
“considerable uncertainty" about the outlook for inflation, which has consistently underperformed the central
bank’s forecasts. However, Governor Haruhiko Kuroda and his team did enlarge a program of buying exchange
traded funds (“ETFs”) by JPY 2.7 trillion (roughly U$26 billion) a year, in a move to shore up confidence in light of
post-Brexit volatility in financial markets and a slowdown in emerging markets. A dollar-lending facility was also
expanded (the Bank of Japan doubled its lending program to support growth in US dollars to USS 24 billion to back
the overseas activities of Japanese firms). BOJ’'s Kuroda reiterated that further easing will be done if needed and said
that Japan’s central bank has not hit a policy limit.

* 2" quarter US GDP was released later in the day and showed that the US economy expanded less than forecast 1.2% in the
second quarter, after a weaker start to the year than previously estimated (0.8% versus 1.1% initially reported), as companies
slimmed down inventories and remained wary of investing amid shaky global demand.

Page 2



G I B Woeekly Market Summary

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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