Agulualdyl dsaiill ulaa
BAHRAIN

Bahrain Economic Quarterly

Please efer to thedisclaimer at the end of thdocument Pagel of 41



BAHRAIN ECONOMIC QUARTEBUNE2016

SUMMARY

GRADUAL PROGRESS

SUMMARY

2 A 0K GKS y2ilo0f S Sl ljifiers, the'secdril quarterSof the)
year has beercharactersed by a generally benign environment for global finand
markets This isunderpinned by a growing conviction thatoke monetary conditions

GHOBAL EGONOMY

ial

in the leading economies are not about to be modified significantly in the near. terifiyEGCC REGION

This appears todve somewhateased concerns afollar appreciation and supporte(
the ongoing recovery in oil prices.

% Economic growth in Bahrain rebounded in (HAollowing a 0.99%QoQpick-up from
4Q15, he headlineYoYreal growth ratereached 4.5%. The rebound was ledaby
12.4% YoY increase in the oil sectbion-oil growth at 2.7% YoYvas was
comparable to the second half of last year

Services and construction droveon-oil growth. The fastest growing sectors of th
non-oil economy wereSocial and Personal Services (mainly private education
health care), Construction, and Financial Services. These expanded by 8.4%
and 3.1% YoY, respectively.

The GCCgovernments are redoubling their efforts to support economid
diversification A number of steps toward fiscal-engineering & going hand in
hand with an increasingly clear strategic commitment to reducing the
dependency of the regional economies { I dzZRA ! N} 6 Al Q& =

important roadmap for the&ind ofparadgm shift pursued bgll GCC governments.

Oil priceshave experienced a pronounced reboungrstwhile concerns about
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supply glut have been eased by continued healthy demand growth as well as

unprecedented supply disruptions. A key néamm uncertainty inks to the
conditions under which North American production would begin to rebound

Bahrain economic outlook

2015 2016f 2017f 2018f
Real GDP growth, % 2.9% 2.9% 2.5% 2.2%
Northydrocarbons sector 3.9% 34% 3.0% 2.6%
Hydrocarbons sector -0.9% 1.0% 0.5% 0.5%
Nominal GDP growth, % -4.8% 4.8% 7.6% 5.6%
Inflation (CPI %) 1.8% 3.8% 2.0% 2.0%
Current account (% of GDP) -0.2% -2.7% 0.0% 1.2%
Fiscal balance (% of GDP) -12.5% -13.0% -10.5% -8.9%
Crude Oil Arabian Medium (USD) 50 45 55 60

Source: BahraiBconomic Development Board
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Renewed stimulus
measures in leading
global economies have
proven supportive of
market sentiment even i
the face of persistent,
unusual risks

GLOBAL ECONOMY

MODEST PROGRESS

Aftera tumultuous beginning of 2016, renewed stimulus efforts by governments and central banks
around world haveproven generally effective in shoringp sentiment.Capital and commodity
marketshave tended to strengtherMore generally, howeverthe world ecmomy is showing no

sign of emerging from the malaise that has now plagued it for théebgiart of a decade. The
International Monetary FundIMF)in its latest World Economic Outlodk Aprilunderscored the
challenges of growth remaining sygar for anextended period, while concern is also mounting
about the persistent dependency on unconventional monetaoiicy.

Oveadll, the IMF expects global growth to reach a historically subdued 3.2% this year, in line with
flLad @&SFND&a LISNF 2 B.5%4 SdoregednYirs 20INBpdirgadhy tRanks to
somewhat brighter growth prospects in emerging economies. Nonetheless, the Fund also
underscored the unusual fragility of the global econgmlyichcontinues tonecessitate proactive
policy action to supprt growth and mitigate risksThe Institute of International Finance (lIF)
projectssomewhat more subduedlobal growth of 2.6% in 2016 followed by a slight acceleration
t0 2.9% in 2017.

MSCI regional indices (Base Jan 26100)
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Cost ofcapital: lower for longer?

Recent weeks have seen a continued retreat from the earlier expectation of interest rate hikes by
the US Federal ReservEhe nonfarm payrolls report for Mayundamentallychallenged the
perception of stengtheninglabour marketdynamicswith only 38,000 new positions addedring

the month This compared with expectations of 160,000 and led to a sharp reversal of rate
expectations at a time when the argument forther gradual tightening had finally seemed to be
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Expectations of significa
monetary tightening by
the Fed have been scale
back withlose monetary
conditions likely to preve
for now

winning the dg. In addition to the poor May datagvisions to past data reduced the thresonth
rolling average from 200,000 to 116,000is unclear to what extent a much stronger reading for
June can be seen as a paradigm shift.

Renewed caution at the Fed led to-§0ar bond yields falling to their lowest sindegust2012.
Investors now see minimal chance of rate rises this sumandihe Fed has hisrically refrained

from rate dedsions ahead of a US presidential electi&thoing a growing convictioiY,ellen
reSyidte &4dz33Sa0SR GKFG GKS aySdziN}Ifé NIGS NEB
and near full employment couleémain hisbrically low for a long time.

The apparent policy reversal by the Fed will have potentially significant implications in the months
ahead:

It may reduce expectations of a rate gap between the US and other major
economies, therebyeducing or reversing upward pressure on the US Dollar. This
should be generally positive for cpaital flows into emerging markets

The prospect of lower US rates is likely to be generally supportive of asset and
commodity markets

Lower rates should besupportive of global leverage which, in some ways, is
emerging as an increasingly important impediment to future rate hikes

¢tKS CSRQA& RSOA&AA2Y YIN]la a2YSGKAy3a 2F | NB
economies pursuing extremely lose monstaolides In the EU, low inflation, indeed the prospect

of deflation, remains the main concerdiapan has struggled to achieve growth in the absence of
ultra-loose monetary conditionand the latest IMF assessment advocates for renewed stimulus
The poicy stance of the Chinese authorities is likely to remain highly permissive in the near term
with the Ministry of Finance indicating that it would implement a proactive fiscal policy in the face
of downward pressures on the eeomy. During the first five onths of the year, expenditure was

up by an annual 13.8%.

With the decision or23 June by a majority of the UK electorate to withdraw from the European
Union, the likelihood ofmonertary tightening has almost certainiminished further. The
outcome hasushered a period of market turmoiviping out some USD2trn of global equity value
(nearly 3% of global GDP) in one dagd the prospect of protracted uncertainty as the UK
renegotiates tis relations with EuropeThe neasterm outlook for financial market if therefore
likely to be characterizes by recurrent volatility

¢CKS NRAR&|l FOSNEA2Y GNARIISNBR o068 (KSgoververdt RS
securities yielding lesss than zero to USD8.7bn, a USD380mn increase. Among other thiags, this
complicating the conduct of monetary policy by the ECB whichtislimwed to buy bonds that

yield less than its deposit ratea criterion that now rules out half of German Bunds.
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Oil prices have begun tc
edge up quite consisten
in spite of a failure to
coordinak output levels
by the key producer
nations.

While there is an increasingly clear global consensus suppgartireloose monetary policy, along
with relatively minimal concern about inflation, the ultimate impact of tleeer more
unconventional policy measures remains harder to determine. Among other things, the current
state of affairgisks fudling a bond bbble as well asontributing to an increasingbundance of
liquidity. More than USD10trn worth of bonds globally now yield below zero, including the average
yield of German government debt. This increases the sensitivity of markets to policy chaitiges,
even minor modificationfriggering asset price volaty.

Projected global growth, key economi€%o)
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SourceWorld Economic Outlook, International Monetary Fund

Oil: seeking a new range

Oil prices have made a significant recovery from the lows recorded at the beginning of the year,
roughly doubling since the January trough to hover around the USD50 per barralmtifiekslight
correction in early JulyThis trend is generally expected to continue, even though the market
remains subject to a number of uncertaintiasd can be expected to display recurrent volatility

For instance, OPEC now expects a continuedaeia of the market in the second half of the year
thanks to demand growth and faltering n@PEC productionAlso, the International Energy
Agency (IEA) has reduced its estimates of global excess supply this year to 710,000 b/d.

The immediate reasons fdine rebound in prices are sevesalld:

% The market has seen significant supply disruptions during the spring months. These
have included wildfires in Canada, terrorism in Nigeria, and the ongoing civil war in
Libya.Nigeria and Libya are of particular intfance given their role as suppliers of
light sweet crudeGlobally, the effects of such outages averaged a record 3.7 mbd in
May. In spite of output gains from Iran and Iraq, OPEC production in May reached
32.36 mbd, which is below the 32.6 mbd averagpeeted to be needed to meet
3t 206t RSYFYR AY HIMc® bAISNRI Qa 2dziLJ
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Upward pressurgon the
oil price have been
critically linked to
production disruptions
and lowerthan-expected

output gains in some ke

producer nations

two decades

US production, having been the key source of incremental output in recent years, is
continuing to declineOil production was.75 mbd in May, downalmost 1 mbdon

the April 2015 peak. However, the ngaseous liquids output has been more
resilient, reaching an alime high of 3.51 mbd in Mardbefore dipping to 3.46 mbd

in Mayb/d YoY. The US Energy Information Administration (Ef&jecasting 2016
ONXzRS 2dzilLdzi 2F ydcn YORI R26y FNRBY H
b/d fall is forecast for 2017

In the meantime, global demand growth has remained resili©utec exped an increase df.2
mbdthis yeardown from 1.54nbdin 2015 The most recent IEA projection is a demand increment
of 1.3 mbd this and next year aliledia isdue to become an ever more important demand driver,
accounting for a projecteti9%of the 2016 increment, ufrom 16%last year

One of the keynearterm uncertainties facing the market is linked to the ability of the US shale
producers to rampup output in a higher price environment. There are some signs of increased
activity with the number of horizontal rigs edging up by 13 to 262in late Mayearly June
according to Baker HugheBhis compared ta peak of 1,115 in November 20 Butthe industry
remains highly leveraged and several producers are facing financial difficulties.

Also Iran and Iraq have been of importance for market dynamics in recent months. Iranian
production reached 3.38 mbd in April, up 460,000 b/d since the sanctions hfied in January.

A further increase to 3.42 mbd was observed in May, the highest figure since Februaryf2€12.
IEA expects Iranian production to reach 3.6 mbd this year, followed by 3.7 mbd inF20lbwing

a roughly 40% output gain since r014,Iraq is estimated to have produced 4.5 mbd in January
and 4.39 mbd. Prospects of increasing this in the near term are deemed modest with a sharp
reduction in upstream tenders. The rig count has fallen to its lowest since May 2BbZstorage

and exportsare reportedly complicated by cagpity constraints.

Beyond the neaterm trends, there is gradually mounting concern about the ability of the market

to meet future demand growth due to massive cutbacks in investment. According to BP estimates,
oil and ga investments globally contracted by USD160bn in 2016 and a further USD50bn drop is
forecast this yearOverall exploration has nearly halved over 2@035 and global oil discoveries,
estimated at 12.1bn barrels in 201&%ere the lowest since 1952. Estitea by Goldman Sachs
suggest that some USD550bn worth of oil and gas projects, ranging from Canadian oil sands t
many deep sea projects, are unlikely to be commercially viable with prices of U3t other

hand natural depletion and continued demamglowth mean that the world will required some
3.4mbd ofnew supplieshy 2021
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Monthly crude oil prices (USD/barrel)
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Global oil demand and supply dynamics (mbd)
IEA OPEC

2015Global oil demand (mbd) 93.3 93 93.7
Advanced economies 45.6 46.2 46.3
Developingeconomies - 30.7 -
China 10.6 10.8 11.3

2016Global oil demand (mbd) 94.5 94.2 94.9
Advanced economies 45.5 46.4 465
Developingeconomies - 31.4 -
China 10.9 111 11.5

2015Global oil supply (mbd) - 95.1 95.7
OPEC - 31.8 38.2
Non-OPEC 57.3 57.09 57.6

2016Global oil supply (mbd) - - 96.4
OPEC - - 39.3
NonOPEC 57.8 56.4 57.2

Sourceinternational Energy Agency, Organization of the Petroleum Exporting Countriesetd Information

Administration

Thenearterm outlook for the global economy seems to be shaped to a large extent by n

toward more stimulus

= The cost of borrowing is likely to remain historically low

Lower US rates should contain the real exchange appreciation experiedoddnypegged

currencies even if the market turmoil triggered by the Brexit vote may reinforce the :

haven status of th&ollar in the short term

the importance of continued fiscal reform

While higher oil prices are pitise for the fiscal position, the expected dynamics undersc
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% Positive stimulus measures in key global economies stieutdipportive of trade dynamic
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THE GCC REGION

DETERMINED TO DIVHRS

The political will behind a major economic paradighift in the GCChas become increasingly
evident in recent months, as most palpably demonstrated by the SauinV2)30 and the
National Transformation Program that accompanieiuntries across the region are continuing
Some slowdown in with their efforts to rationalize public finances. At the same time, they are devising new ways to
regional growth this yeal  drive economic diversification and enhanaewth drivers that do not directly depend on the oil
is expected to give way  and public sectorsAmong other things, the GCC has established a #&Emenomic and
a rebound next year Development Affairs Authorityfor the purpose of driving regionahtegration and policy
coordination. Priorities inclugl efforts to complete the regionatustoms union and th&CC
common market

While these efforts are improving the lostgrm growth prospects for the region, the netarm
impact ofcontinued oil price volatility andfiscal consatlation is having a dampemg effect on
growth. Following3.3%real expansioracross the regioin 2015, the IMF expectseadline real
growth to slow down to 1.8% in 201@ut the resilience of the nonil sector and a gradual
normalisation in the oil sector should once again pusbwgh up to 2.3%in 2017 ThelFF is
somewhat more upbeat witloverall GDP growth forecasted at 2.2% in 2016 and 2.5% in 2017

GCC real GDP growth, %
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Sourcelnstitute ofInternationalFinance

Non-oil confidence holding firm

The nonhydrocarbon sector (private and government) hlasen firmly at the forefront of
economic growth in the region since 20BXen in the face of the recentl price gyrationsnon

oil growth has remained generally robusith an aggregate, regiowide increase oaround 3.7%

in 2015.Nonetheless, it is clear that the negative confidence effects of oil price volatility, as well
as the concomitant fiscal consolidation efforts, are tempering the positive progress somewhat.
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Most indicators of real
economic activity across
the region point some
slowdown in activity
during the spring

The momentum of the nowil ecanomy is underpinned by strong drivers, including a massive
infrastructureinvestmentpipeline. Thisambitiousstreamof projectrelated investmeng is likely

to in relative importance in the years aheals of midJune, MEED estimated the total value of
projects in the region at USD2.67trn, down marginally from USD2.81trn a year earlier. Project
cancellations over the past year have reduced the total by 16.1% in Saudi Arabia and by 8.5% i
Qatar. By contrast, thether regional economies have posted YoMgaivith thefastest growth
materialsingin Oman (19.1%) and Kuwait (9.8%).

Generally speaking, a range of economic indicadorsss the regiopoint to continued resilience

in economic activitySaudi growth is expected to slow down from 3.5% in 2@lE$s than 2%

this year before rebounding to around 2.5% in 2017. Growth in theailoprivate sector is likely

to remain in the neighbourhood of 2.5% this yelrdeed, intermediate GDP data for 1Q16
suggests that confidence and activity in the rmheconomy have been hit by the headwinds of
low oil prices and fiscal consolidation. Headline real GDP growth slowed to 1.5% during the
quarter, as compared to 1.8% in 4Q15. Whereas the oil sector expanded by 5.1%, th#é non
economy actually experienced small 0.7% contraction, partly due to the base effect of an
unusually strong Q1 in 2015. The private sector grew by 0.2% in 1Q16 whereas the public secto
contracted by 2.6%\While most indicators of activity have pointed to some softness in recent
months, credit growth remains healthy and the National Transformation Progsaexpected to

lend an important impetus to confidence and growth alike.

Following 4% growth in 2015, the UAE Central Bank projects ReBidline growth in 2016
followed by3.0% in 2017. Nonil growth is expected to reach 3.5% and 3.6%, respectively, much
in line with the 3.7% figure recoded in 20TFhebl vy 1 Q& 902y 2YAO [/ 2Y L2 AA I
overallgrowth of 3.0% andhon-oil expansion ofat 3.5%in 1Q16.After some volatility in recent
months, he Emirates NBD Dubai Economy Tracker Index in May reached its highest reading sinc
August (54.5). Thenprovement was above all attributable séronglocal demandCard spending

in the UAE was reported to be up by an annual 6.8% in Jafliayy according tartial data
compiled by Network International'’he main area of weakness was tourism.

Qatar posted.6% headline growth in 2015 with nail expansion of 7.6%. KS O 2 dzy (i NB Q3
of Development Planning and Statistics has modified its growth forecast for the near term and now
expects growth of 3.9% R016 Qatar also expects to run its first budgiefficit in 15 years at 7.8%

of nominal GDP in 2016, which compares to a 3.5% surplus in @b@%thin the countrywill

benefit the 1.4bn cfd Barzan project which is due to begin in 2H16 and reach full capacity in 2017.
This in turn will support manufaating projects.Ongoing preprations for the 2022 FIFA World

Cup willensurethat construction willcontinue tobe a key growth driver.

The World Bank in its latest (June) forecast for@&@Con the basis of a 2016 oil price assumption

of USD37 per bartehas embraced a somewhat more cautionary outlook for the region. It
expected growth to decelerate to 1.9% in Saudi Arabia, 2.0% in the UAE, 3.3% in Qatar, 1.3% |
Kuwait, and 1.6% in Oman.

TheEmirates NBD dzND K| a Ay 3 4 Wwhich @ Sniil€d foBafliRABiIta and the UAE,
LRAyida G2 a2vyY$S adiNBy3IldKSyAy3d 2F GKS S0O02y2YA
{ F dzZRA ! NI Gdgedpfrom 54L2 iAKriit@54.8 inMaythanks to strongeorder growth
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and new project starups.In the UAE, the PMI increased from 52.8 in April to 54 in May as new
orders increased at a fast rate and exports ordetsoundedfollowing two months of decline.

O9YANI 1S4 b.5 tdNOKIFaAay3a alyl3ISNBEQ LYRSE
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Envisioning the future

The development of the GCC region since the discovery of oil in the 1930s hasitiesllylinked
to this strategic resource. While transformative progress has beemreethj this odgovernment
services nexus has leficonomic growth in theegion vulnerable to oil price fluctuations. In

The strategic particular, lower oil prices haviended tocurb theexpansiorof government expenditurevhich
commitment to economi in turn has held back other sectorstbe economy.

diversification in the GCi

is of long standing Thisvulnerabilityhas triggered efforts across the GC(otosue economidiversifcation with a

view to redudng sensitivity to oil price fluctuationBahrain launched a number of pioneering
manufacturing and financial services projectarshg in the late 1960s, whilsome regional
economieshave sought to anchor policynaking in mediurterm plans.Saudi Arabia has been
producing fiveyear economic plans since 1970#e first Omani fivgrear plan was launched in
1976and even included 25-year development perspective.

Such efforts have beconmaore establisheaver the past decade a so. Aletregional economies
havedrafted long-term visions andtrategiesdesigned to bring abouhe desiredparadigm shift
Oman led the way by launctgrits Vision 2020 iresponse to low oil pricen 1995 Qatar and
Bahrainfollowed suit withtheir Vision 2030 roadmaps in 2008. The UAE launched its Vision 2021
and Kuwaittis State Vision Kuwait 2035 in early 2088udi Arabia in 2004 published a Ldregm
Strategy for the 20024 period before presentinga more comprehensiveand ambitious; Vision

2030 documenbn 25 April of this year

In spite of considerable variation in scope, emphasis,thadevel of detail, theedocumentsare
underpinned byan explicitrecognition ofthe risks and limitations of the eilased development
model. In order to make headway, they typically propose a combination of measures, among
which the following tend to figure prominently:
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All GCC countries have
unveiledvision documen
which are designed to
transform their
economies away from a
critical reliance on the oi
government nexus

Vertical diversification represents attempts to capitalize on the local rescemdewments
(mainly hydrocarbons) through greatevalue chain capture, whether downstream
hydrocarbons or energintensive manufacturing

Cluster development involves attempts to encourage new economic activities around existing
assets, whether ancillary services in finance or further processing of gxisitputs

Encourage the development of the private sector through regulatory reform and financial
market development

Capitalsing on the unique geographic location of the GCC at the crossroads of three
continents. This has involved heavy infrastructureestments in connective infrastructure
and logisticgelated activities, allowing the region to channel a growing proportion of global
trade and travel

Capturing the demographic dividend has grown in impact@as the region nears its
demographic peak andas involved activities ranging from social infrastructure (health care
and education) to a variety of measurgssignedo increase economic participation

The practical progress of thesiversification initiativedias tended be most limited in the areas
of government revenue and the composition of expoteth of which are attracting particular
attention in the latestreform initiatives. Overall, the nohydrocarbons exportof the GCC
countries (noroil merchandise and servicdgve grown bya robustl7% annually over a teyear
period from 2004 to 2014Nonetheless, theshare of these exports of total GCC exports have
increasedairly marginallyfrom around 26% to 34% over the same period.

The share of noffnydrocarbons goods of total exports has iresed in almost all of the GCC
countries with the exception of Qatar, which has dramatically ramped up its LNG exports during
G§KS LI aid RS OI-dt§oadd expo¥td hyv@ incredsed/by an annual 22% since 2004 to
reach a 33% share of total exports2@14. All the other GCC countries have seen a double digit
annual growth in the value of neoil merchandiseexports. Qatar and the UAE experienced the
fastest increase in the value of service exports, by an annual 23% and 21%, respectively, over th
pasti Sy &SI NAR® vIdFNRa aSNWAOS SELRNI&A y26 YI
in the GCC.
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The Saudi visions
represents an ambitious
attempt to reposition the
public sector

GCC export composition
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Sourceinternational Institute ofinance

The Saudi Vision 2030 represents the most recent roadmnaguced by a GCC government &or
less odreliant future. An ambitious document, it is of regiavide importance, given the size of
the Saudi economy and the growing degree of economiagiati@on with its regional neighbours.
The document sets a number of important objectives:

% Increase noroil revenues from SAR163bn to SARLtrn, which is expected to translate into
increases of USD160bn by 2020, by which time the budget should balancdpathda266bn
by 2030. New nowil revenue is expected to come from the introduction of a vaddeed tax,
FdzNIIKSNJI SEOAAS RdziASE 2y WKINXTFdz Q LINR RdzO(
fees imposed on the private sect@ccording to thegovernment, there are no plans to
introduce income tax for citizens

# LYONBIF&AS (KS LINX @ kdn30%ioBev ¢ GOREMord diyfeil tNidgghdzii A 2
publicsector will be rationatied for increased efficiency asdbntractsas a proportion of GRP
Moreover,publicassets will be privaged. For instance,lie Energy Ministry aisto transfer

all its power generation todtrategic partnerQby 2020 and Saline Vdter Conversion
Corporatioris also slated for privaghtion

Increase noroil exports fom 16% to 50% of neail GDP by 2030

= Boost the output of SMEs from approximately 20% to 35% by 2030

More specific measures include efforts to develop local production in areas that historically have
relied on imports. For example, the Kingdom will seelotalse half of the production (from 2%
now) for its defence needs while also boosting the mining sector. Renewable energy will be
another major focus area.

The vision was followeéh Juneby a National Transformation Programvhich includes 178
strategtc objectives and will coghe governmentSAR268.4bnin additional to a private sector
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Regional oil production
has remained at
historically high levels
throughout the spring
months

contribution of SAR179bmMhe program seeks to create 491,000 new private sector jdagor
initiatives in the program include a partial privatiion of Saudi Aramc@, 5% stake of which is to

be IPOed. Based on an official valuation estimate of LBD2 the listing could bring in USD100
150bn, which would make it the largest IPO in hist&cheduled for late 201&arly 2018, the IPO
isexpected to be a dual listg. The RblicInvestmentFund will become a sovereign wealth fund

and its capitaWill be raised from SAR600bn (USD160bn) to SAR7trn (USD2trn). Its investments wil
be split evenly between domestic and foreign eissand will phy a key role in diversifyinthe

32 @S NY Y Sy (i The progBud Bilybezs garbsupported by an increase in government debt,
which is projected to rise from 7% to 30% of GDP by 2020.

Oil production remains high

The failureto bring about agloballycoordinated freeze in oil production during the spring months
havebeen accompanied blyistorically high output levels by the GExporters As of May Saudi

I' NI 0Al Qa 2 dzi LidAimb& forda readsdSstfaigia3insonths, exceeding 10.2 mbd
throughout the year. A 250,000 b/d expansion of the Shaybah oil field in south eastern is imminent
and will increase capacity to 1 mbd. The Khurais oil field expansion is due to be completel in 201
and shouldboostcapacity by 300,000 b/d to 1.3 mbd.

UAE oil production stood at 2.9 mbd in Q1, according to OPECHaa. Oman has in recent
months fairly consistently exceeded its 2016 liquids production target of 990,000 b/d with a
average of 99800 b/d during the first five months of the yedihe maing temporaryc exception

to this picture was Kuwait which suffered a significant output fall in April due to a threstdkg
that suspended some around 1.7 mbd of production capacity, whichlatausinto a 140,000 b/d
drop over the month as a whole.

While the high production levels are linked to the OPEC strategy of defending market share, the
current policy also reflects growing local demand and substantial efforts to develop the
downstream imustry. Overaltlomesticoil demand in Saudi Arabia stood at 2.2 mbd during Q1, a
roughly 6% YoY increase, whichnmrrored to varying degrees across the regio@rude
throughputs at Saudi refineries reached a record 2.57 mbd in Q1. This marked ttiengr&audi
Arabia refined more than a quarter of its crude output domestically, which compares to 16% in
2013.CQrude exportsin Q1 nonetheless reachedé4 mbd, up by120,000 b/d ordQ15.

Going forward, SaudirAamco hasalsoannouncedfurther plans to rase its total refining capacity
from around 5.4 mbd recorded in 2018ome of it outside of Saudi Arabta)8-10mbd.February
saw record refinerghroughput of 2.67mbd. In recent months, Saudi Arabia has used a growing
volume of oil to generate poweRirect crude burn reached 501,000 hifdApril, althoughlie new
2.5bn cfd Wasit gas processing plant should help counter miittiso

Even more generally, Saudi Aralsi&een to develop local gas production further. Gas is seen as a
strategic feedstock for industrial diversificatiddaudi Arabia has increasisltotal gas procesisig

from 11mn cfd in 2013, to 11.3mefd in 2014 and 11.6mn cfd last yedihe authoritieshope
increase raw gas suppiy 20bn cfd by 2020.

Please efer to thedisclaimer at the end of thdocument Pagel4 of 41



BAHRAIN ECONOMIC QUARTEBRUNXE 2016

az2yliKte 2Af LINRPRdAzOGAZ2Y o6& {ldzZRA ! N} oAl o6Wnn

10,800
10,600
10,400
10,200
10,000
9,800
9,600
9,400
9,200
9,000 clals s >S5 0as >0 S als sl >oas >0 cials
58582835325 82858822535258828858388
2014 2015 2016

SourceJoint Organisations Data Initiative
/ NHzZRS 2Af LINRPRdAzOGA2Y Ay D/ / O2dzy iNAS&X Wnnn

3500
3000 | s - R—
2500
2000
1500
1000
500
0 S8 55 2>53522828525522228833885%8 s
~>|_L§<§5§“<:E$ogé’gﬁ'ﬁ‘ﬁ%gé%i%ogggfﬁg
2014 2015 2016
e K UWalit==== Oman Qatar United Arab Emirates

Source: Joint Organisations Data Initiative

Inflationary pressureggenerally contained

Inflation in the GCC hdmencharactersed by relativestability in recent yearswith the regional
average ranginbetween 2.2% and 2.7% between 2009 and 20H& ongoing steps t@tionalise
governmentsubsidiesare now putting someupwardpressure orconsumerprices with the region
forecast to increase slightly to 3.2% in 20F&r instance,Saudi Arabia, following a review of
energy subsidiesecorded4.2%annual inflation inApril. Transport is responsible for the bulk of
this figure, increasing by 12.5%, while housing and utilities increased byEvB#mansaw CPI
inflation 0f1.12%, which, though still a relatively low figure, is the highest reading since June 2014.
Agan, transporgtion cost led the way with a4% increasdinked to higherfuel prices Qatari
inflation reached 3.4%, the highest reading since September, 20thugh it fell back to 2.6% in

May.
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Kuwait and the UAE have tended to go against the regiosadl of late. Inflation in Kuwait stood

at 2.85% YoY in Aptihe lowest reading since January 20U E mflation has decelerated sharply
from a peak of nearly 5% in 2015&adrough ofl1.4%in Marchbefore a renewed rebound to 2.4%

in May. While this § indicative some cooling down in the housing market, it also reflects a base
effect.

Consumer price inflation, %
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Credit growthtested by lower oil prices

The GCC banking sector lyggnerallycontinued to defyexpectations of tighter credit conditions.
Total YoY credit growtin recent months hasanged betweer6% and20% in the different regional
economiesOverallbank creditgrowth averaged 0.2% in MarchAs usual, the fastest growth was
observed in Qatar where the YoY pace of expansion reached 19.4% in April and credit has risen t
20.2% YTD. Saudi Arabia saw 10% YoY growth (12.4% YTD) and Oman 9.4% growth (14.0% Y
The pace of expansion has been clgatbwer in the UAE and Kuwait. UAE bank lending rose by
6.7% YoY in April (6.0% YTD) while Kuwait saw -apittk8.4% growth in March (5.8% YTD).

While credit growth is hence holding up fairly well, deposit growth has decelerated across the
region and las been clearly lagging behind the pace of lending. As of April, the fastest expansion
of deposits was observed in Qatar at 8.3% YoY (9.6% YTD). The corresponding figure in the U.
was 4.0% (5.6% YTD) and in Oman 2.8% (6.8%). Saudi Arabia has seelY sir@hisYo deposits

¢ by 1.7% in April. Loato-deposit ratios remain highest in Qatar, Oman, and the UAE at 119%,
105% and 94%, respectively. These indicators have tended to increase across the region.

The tighter liquidity conditions have pushed up st of borrowing in much of the remn. For
instance,in Saudi Arabia, the thremonth interbank SAIBOR rate has risen to its highest level
since late 2008ln Qatar, similarly, the threenonth interbank rate has risen to some 1.8% from
1.1% a year eadr.
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Regional stock markets
have rebounded
somewhat from the
depressed levels seen
around the turn of the
year

In spite of the tighter liquidity conditionshé health of theregioral banking sector remains
generally robusafter years of consolidation and tighter regulatiorhefinancial results ofhe 56
leadingregionallisted banksncreased by more tha@%for the 2015 calendayear. Thémproving
profitability and rising assetswere driven by growth in lending and related financinglon-
performing loans averagl 3.2%.

Bank credit growth, %
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Stock narket pressures ease somewhat

After a weak first quarter, the performance of the GCC stock markets improved somewhat in Q2,
partly in respose to strong oil prices.he only markets to post declines during the quarter were
Dubai €1.3%), Qatar-4.7%), and Bahrain.1%). Oman made the strorgjegains, 5.7%, while
Saudi Arabia advanced by %6Kuwait and Abu Dhabi recorded gains of 2.6% antbso,
respectively.

This left the regional equity markets with a mixed track record for the first half of the year taken
as a whole. Three of the regional markets posted gains during 1H16 whilmé&oketsdeclined.

Oman was the strongest performer wigh6.9% increase, followed by the UAE bourses: Dubai with

I podm: 3JFAY YR 1060dz 5KF6A GAGK | ndrke Q2 RJI
turnaround, shed a totalfdb.8% during the first halffdhe year. The loss in Qatar was 5.2% and in
Kuwait 45%.
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GCC equity market indices (Janu&@14= 100)
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The regional IPO market revived somewhat in Q2, althougheall issuanceactivity was once
againlimited to Saudi ArabiaWhile the number of offerings doubled, the value raised droppgd
41.9%from 4Q15 highlighting the challenging primary market environment against a volatile
backdrop Following its April IPO, Al Yamamah Steel IndustriesaSdisted in late May. Theale

of a 30% stake raised S3¥R.82mn in an offering which was 4.8 times oversubscribed.

[ &urde Company for Jewelry floated a 30% stake in a Junealfddal of 12.9mn shares at
SAR37eaclh SAR477.3mil Q! T dzNBv&&d by Baldktomiciled Investorp, was the first
majority private equityowned companyn Saudi Aabiatolist] QI T dzZNRS A& GKS f |
and wholesaler of gold jewellery in the Middle East and the folatbest gold jewellery
manufacturer globally. It posted revenues of241.4mn in 2015.
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Important reforms are underway at several regional stock markets. The Saudi Capital Market
Authority in May announced three initiatives aimed at boosting foreigrigipation in the Saudi
equity market. They consist of increasing foreign investment limits, moving from a T+0 to T+2
settlement cycle for securities and the introduction of securities lending and covered short selling
regulations. Saudi Arabia is alstaqming to allow foreigners to buy exchanliged debt
instruments.The Alu Dhabimarket is planningo bring back market makind@he plan is for three
institutions to offerBidCand Wskprices to increase trading volumes on the exchange.

Sovereignssuancereaches new records

The establishedpattern of increasng debt capital marketissuance by GCC sovereigns has
continued throughout the springlhis builds on 87.26 YoYncreaselast year when aggregate
issuanceny GC@ames(including corporate) reachedUSD11&bn. But it also reflects a global
trend asemerging markesovereign bond issuande the first half of the yeaexceedd USD60bn

in 50%rise overthe corresponding period of 2015. By contrast, bond sales by emenggmket
companies were awn by 15% to USD134bn, led mainly by Russia and.Brazil

Contrary to some expectationd)e increased debt capital market activitgesnot appear to have
benefited theregionalsukuk marketGCGukuk issuance during the first half of the year reached
USB.6bn,which was actuallglown on USD10.2bn a year earlier. Tinisrors a broader global

trend which saw a drop from USD38.4bn to USD33.5bn. By contrast, conventional debt issuanct
in the GCC rose from USD14.8bn to USD36.9bn over the same. period

Most G sovereigns turned to the market with substantial issues during Q2:
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Abu Dhabi led the way in April with a USD5bn international bond, the first since 2009, with
equal traches of five and ten years. The pricing was 232184% and orders reportedly
exceedUSD17bn

Qatar in May placed largest ever bond issue in the history of the Middle East. The USD9br
offering, which was nearly twice the USD5bn initially targeted, was composed of three
tranches: two USD3.5bn tranches with tenors of five and ten yearsaauarell as a USD2bn
tranche with 3Byear maturity. The pricing was 1200 bps over US Treasuries

Oman placed its first international bond in nearly two decades in June. The USD2.5bn offering
was made up of two tranches with five and tgear maturitieswith pricing of 3.625.75%

Oman privately placed a USD500siryear ijarah sukuk in JuneThe offering had a profit

rate of 3.5%

According to the Central Bank of Kuwait, the combined issuance of CBK drmah&hariah
complianttawarruqg reached KWD4.47bn during the first half of the year. Issues with tenors
of one year or more made up KWD1.55bn of this

Substantial sovereign issuance is also expected in in the months ahead. Saudi Arabia, havin
recently raised a USD10lmankloan, is planing an approximatelylJSD15bn international bond
placement. Also Kuwait is expected to fund much of its FY2016/17 deficit budget through debt.
Under its pulit debt strategy, the Ministry of Finance plans to raise up to KWD2bn through
domestic bonds and swk and an additional KWD3bn from the international markets. Kuwait
posted a KWD55bn deficit in the 2015/16 fiscal year that ended on 31 March. This was the first
shortfall in 16 years. The new budget foresees a KWD8.66bn deficit on revenues of KWD10.24bn

Also corporate issuance has remained brisk,by governmentrelated entities and banksGulf
international Bank in April placed SAR2bn worth of -figar notes. Saudi International
Petrochemical Co (Sipchem)going to the market with a SARbn sukuk.

In the UAE,He Abu Dhabi National Energy Compdiagain June raised USD1bn through two
equal traches with maturities of five and ten years and coupon of 346285%. Mubadala sold a
USD500mn, seveyear bond in MayEtihad andits partnersare raisinguS»00mn for capital
expenditure ! 6dz 5KIF6AQa !t | Aff -ygearyikuk thitough & Rivate { 5 |
placement in JuneAbu Dhabi National Insurance Company's (Adpleged an AEE®0mn
convertible bond Noor Bankplaced a USBDOmn Tier 1 capitdssuanceDP World launche: a
sevenyear USD.2bn sukuk issue. Emirates Islamgied USB50mnworth of five-yearsukuk

In QatarOoredoo in June placed a USD500mn bond offering. Thggannote will carry a coupon

of 3.75%. Qatar National Bank raisgé\R10bn in Additional Tier 1 Perpetual Capital Notes while
Ahli Bank placed a USD500mn, fj@ar offering. Ezdan Holding launched raawigural USD500mn
five-year sukuk in MayQdar International Islamic Bank has announced plansaise up to
QAR1bn Canmercial Bank of Qatarlaced dive-yearbond of USDB50mn

In Kuwait, Boubyan Bank placed a USD250mn perpetual sukuk jiiddyst Kuwaiti sukuk since
2007. Gulf Bank issuedwD100mnworth of bonds
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hYFyQa .1yl adzOl (i -aarbdh&Nohdmed afBarwamiiHYIgNE platingd S
a private placement sukuk of up to UEIDnn US dollars following the issuance of new sukuk rules
by the Capital Market Authority.

Implications for Bahrain

While the regional economic outlook is overshadowed by oil price volatility and fi
consolidation, the strategic direction is becoming clearer

Sentiment in the regional economy has been fairly resilient and should benefit further frc
clearer strategic dirdmon

While slower growth in some parts of the economy may entail some negativegeil, the
regional financial markets are characterized by a high degree of continuity, which st
benefit project activity
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Stronger growth figures
1Q16 were led by a
rebound in the oil sector
which contributed rough
half of the GDP increme
during the quarter

BAHRAIN

OIL REBOUND DRIVEBIEKUP INGROWTH

The first quarter of the year saw a pronounced acceleration in K NJSRBPR/gt@ttollowing a

slicht slowdown in the second half of 20IBhe QoQ expansion in real GDP was 0.8% whereas the
annual pace of growth rebounded to 4.5%, a rate last seen in the second half of 2014. This
compared to 2.8% growth in 4Q15 atwl2.9% during 2015 as a whole.

Whilethe rebound is encouraging, it was to a large extent driven by a sha#®plificrease in the

oil sector The nonoil sector was charactesad by continuity, but the 2.7% pace of growth marked
a slight deceleration from th2.9% pace seen in 4Q15, let athe 3.9% headline nonil growth
recorded during 2015 as a whole. While reflective of regidte dynamics, the slight deceleration

in nonoil growth underscores the growing importance of strategic infrastructure projects in
underpinning the momentum ahe economy.

Real GDP growth
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Sourceinformation & eGovernment Authority

ForecastsNon-olil resilience to underpin growth

2015 2016f 2017f 2018f
Real GDP growth, % 2.9% 2.9% 2.5% 2.2%
Nonthydrocarbons sector 3.9% 3.4% 3.0% 2.6%
Hydrocarbons sector -0.9% 1.0% 0.5% 0.5%
Nominal GDP growth, % -4.8% 4.8% 7.6% 5.6%
Inflation (CPI %) 1.8% 3.8% 2.0% 2.0%
Current account (% of GDP) -0.2% -2.7% 0.0% 1.2%
Fiscal balance (% of GDP) -12.5% -13.0% -10.5% -8.9%
Crude Oil Arabian MediulfySD) 50 45 55 60

SourceCentral Bank of Bahrain, Ministry of Finance, Information@ogernment Authority, Economic
Development Board forecasts
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In contrast to the patterr
seen over the past year
and a half, economic
growth in Q1 was led by
the oil sector

Projected real GDP growth contribution
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Non-oil growth in the economy has remained under some downward pressure in recent ma
Growth should benefit from the rapid buidp in especially GEiGnded projects, even if fisca
consolidation continues to temper sentimein other sectors. The robust Q1 rebound in the oil sec
heraldsa potential slighimprovement on last year.

The composition ofyrowth changes

Economic growth in Bahrain has been led by the-aibreconomy ever since the second half of
2014 During this time, the contribution of the hydrocarbons sector has been either marginally
positive or even negative, as happeria@015. At the same time, the Government Services sector
has contributed a smafiroportion of overallvalue creation, leaving the newil private sector at

the forefront of economic growth in the Kingdom.

The composition of growth in 1Q16 stands in markedtrast to the dynamics seen over the past
year and a half A full 23 percentage pointg more than half of the totateal GDP incremerg
was contributed by the oil sectofhis compared to only &percentage points in the last quarter
of 2015. Goverment Services contributed Dpercentage points of growth in Qdélpwn from 0.3
points a quarter earlier. The growth contribution of the Roih private sector wa&.1percentage
points, a figure thatvas more or lessompa@bleto 2.0 percentage points idQ15.
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The growth of the noioil
economy was led by
private education and
health care, constructior
and financial services

Real GDP growth composition

7% -
6% - 7
5% - ) / .
4% - . - g
3% - -
2% -
1% -
0%' T T T T T T T T T T T
_1%_
-2%_
Q2|Q3|Q4 Q1|Q2|Q3|Q4 Q1|Q2|Q3|Q4 Q1
2013 2014 2015 2016
mmm Oil and gas mmm Government == Non-oil private sector GDP

Sourceinformation & eGovernment Authority

The growth momentum of the nenil economy was moraneven than has tended to be the case

in recent quartersThe fastesggrowing sector, as so many times before, was Social and Personal
Services, a category dominated by private education and private health care. The sector expande
by an annual 8.4%, brisk pacevhichwas amarked acceleration over last year. The Construction
sector continued to post strong numbers, as could be expected in view of the ongoing
infrastructure buildup. The sectoadvancedby an annual 5.4% a slight slowdown over last
yeaQ & T Phé kinddial Services sector expanded by 3.1% in a clear acceleration over the pac
seen in 2015. The Transportation & Communications area saw 3% YoY growth.

The forward momentum was more subdued in sectors that are likely to involve disastion
spending, perhaps partly due to regional spiters. The Trade sector grew by 2.2% slight
acceleration over the2.1% pace recorded in 201%yhereas Hotels & Restaurants saw a
deceleration to 1.5%. This may have been partly caused by a based &ffectresult of an
exceptionally strongly Q1 in 2015 when the sector expandéeal @. Also Manufacturing, having
been one of the main growth contributors in recent years, saw a deceleration to 1.2% YoY growth.

YoY growth Annual Q1 Q2 Q3 Q4 Q1

Crude Pet. & Nat. Gas -0.1% -4.8% 2.2% -0.3% 2.3% 124%
Manufacturing 3. 2% 4.9% 3.2% 2.3% 2.4% 1.2%
Construction 5.9% 7.7% 5.4% 3.9% 6.8% 5.4%
Trade 2.1% 2.6% 2.8% 2.0% 1.0% 2.2%
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A sharp rebound in the ¢
sector was led by above
capacity offshore
production and
accentuated by a relativ:
weak Q1 in 2015

Hotel & Rest. 3.0% 5.0% 1.4% 4.1% 1.7% 1.5%
Trans. & Comm. 6.8% 7.8% 7.7% 6.7% 5.2% 3.0%
Social & Pers. Serv. 3.5% 4.2% 2.8% 3.0% 4.1% 8.4%

Real Est. & Bus. Act. 1.7%6 2.8% 2.6% 0.7% 0.9% 0.5%

Finance 2.3% 2.3% 2.7% 2.5% 1.8% 3.1%
Government 3.0% 3.6% 3.5% 2.5% 2.3% 1.1%
Other 7.9% 119% 11.7% 4.4% 4.2% 3.0%
GDP 2.9% 2.8% 3.6% 2.3% 2.8% 4.5%

Sourceinformation & eGovernment Authority

Oil productionrebounds sharply in Q1

Theoil sector, having experienced a small contraction during 2015 as a whole, returned to the
F2NBFNRY(G 2F ANRGUK Ay vmd t NEPRdzOGA2Y FNRY
of 160,910 barrels, some 7.3% ahead of the standard capacity ¢gdd®®/d This figure also
exceeded thel49,053 b/doutput seenin 4Q15 and 150,892 b/d durir@15as a whole. The
strength of the rebound wapartly caused by an unusually weak average output lavelQ15
gKSYy GKS RIFEAf& | @E6toI36985bm2 NI | 6dz { I QF FI K

Also output from the onshore Bahrain (Awali) field in the south of the iskoantinuing to edge

up. In 1Q16, the average black oil production was 46,800 b/d while the total, including condensate,
reached 50,400 b/d. This was broadly in limgh the 2015 average of 46,200 b/d crude and a
further 4,400 b/d of condensate.
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Following a pronounce
pickup in approviés,
GCC Development Fu
Projects are likely to
constitute an importan
countercyclical driver
this year and beyond

Crude oil production, b/d
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Infrastructure pmojectsto strengthen as a growth driver

A large pipeline of infrastrtiare projects remains an important driver of nail growth in Bahrain

as the region navigates through a periafdoil price vdatility and fiscal reengineeringBahrain is
currently in the process of implementirayer USD32bn worth of strategically sigo#nt priority
projects, ventures with significant value or employment potential. MEED Projects hiuméd
estimated the total project pipeline in the Kingdom at USD72.7bn, some 4.7% higher than a year
earlier.

An important element of this project pipeline consists infestmentsfinanced by the GCC
Development Fund. The value of such projects jadhgharply around the turn of the year and the
aggregate value of projects that have started stood at just under USD3bn as of May. This compare
to just over USD1bn in 2Q15.

One of the largest projects within this pipeline in the airporbdernisationproject. The main
USD1.1bn expansion contract was awarded to a consortium of Arabtech Construction and TA\
earlier in the year. Pending packages include maintenance, repair and operation hangar, IC
systems, and the air traffic control centre building. Thet fihase of the project is to be completed

by mid2019, at which point much of the current terminal building will be demolished to make way
for the second phase which is due to be finished by the end of the 2020.
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GCC Development Furmtoject pipeling USD mn (cumulative totals)
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Alsoprivate sector projecare making good headway wigleveralimportant new developments
In the manufacturing spacéandmarkprojects are underway in downstream hydrocarbons and
aluminium

The manufacturing
project pipeline is
dominated by Alba Lir
6 and the Bapco
Modernization Prograt

The Bapco Modersition program is gathering momentum following the appointment of a
project management contractor in December. The refinery last year reached an-above
capacity output level of 267,854 b/d and the modeation program seeks to increase
capacity from 267,000 to 360,000 b/d while modifying the output mix. Bapco has invited
companies to submit bids for the engineering, procurement, and construction contract which
is expected to have a total value of USD5bn. The project is expected to be fully complete by
the end of 2020. Bapco in May also announced the creation of the BaBesaline Blending

joint venture with UKbased Greenergy. The objective is to establish a regional gasoline
blending hub

The project finance package for the Bahrain LNG import terminal project is expected to be
syndicated this summer in the form of a USD®D020year loan. The majority is due to be
financed by export credit agencies. The project will have a capacity of 800mn cu ft/d and an
expected funding requirement of USD900mn. The project hasyea0buildown-operate-
transfer structure, which is a pi@ering PPP nuel in the regional context

Bahrain National Gas Company (Banagas) is planniraise a loan of at least USD400mn to
expand its gas processing facilities

Aluminium Bahrain is currently syediing a USD750mn sewgear commercial loan fats

sixth pot line project. The overall project value is expected to be USD3bn, of aroichd

70% due to be financed tbugh different debt structures. The main engineering,
procurement, and construction management contract has been awarded and bidders
shortlisted for the construction of a 1,30@W captive power plant project. The project, once
completewilo 22aid ! tolQa OF LI OAGE o6& pnnZnannn Gy
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Innovative models are
being introduced to
drive housing provisiol

Another major focu®f activity is housing. The Government of Bahrain is pursuing an ambitious
program of developing 40,000 housing units within a dec&lese t015,000 units are currently
under construction and a further 6,000 in the pipeline. The Ministry is seeking/@atenew PPPs

and has launched a Social Housing Financing Scheme support home purchases by nationals. T
scheme is based on charging the beneficiary 25% of salary ov&0 28as, an approach that
should increase receipts significantly over the loaniquer

The stateowned Eskan Bank lisokingto establish joint ventures with international developers
for the purpose of developing 15,064,000 housing units. Potential partners have been
approached in the GCC, Turkey, China, and South Korea. Unddatimeg joint ventures, the
government would allocate land to build equity in the projects, while the dewtoplongwith
financial service providers would fund the construction. The JVs ar¢oddevelop government
land in Ramli and Al Madina al Shayel{Northern Tow) as well aso redevelopmore mature
areas in Muharragq, Umm &lassamand Isa Town.

In the private sectormajor new freehold projects have been launched this year in Diyar al
Muharraqg, Dilmunia, and Durrat al Bahrain. Among otheB0AGunit Deerat al Oyun project has
commenced in Diyar al MuharraGonstruction work orthe US®50mn Villamar project at the
Bahrain Financial Harbour in central Manamalsoresuning along with a UST50mn Harbour
Row project

Severalmportant projeds are moving forwardh the transportation sectar

The national carrieGulf Air is planning to acquire 16 Boeing -B8Dreamliners and 29 Airbus
A320/321neos in the coming years. The approximately USD7.6bn worth of orders will likely
see the first deligries by 2Q18Reflecting the success of a restructuring program that was
launched in 2012, Gulf Air reported losses of BHD24.1mn for 204 62%from 2014

A feasibilitystudy has been announced for a planneationallight rail scheme

Engineering casultancy work is due to start dhe Bahrain Northern Link Road (BNwRjch

will be made up of series of roads amdauseway along the northern coast of the main island.
The road will connect to the Saudi causewHye main highway will be roughly 22 . kong
and should significantly ease congestion in central Manama

In the power sectorthe Electricityand Water Authority (EWA) has receivednsultancybids for
for the AFDur 2independent water and power projeuthichis expected to include a 1,500 gas
fired power generation facility, and is scheduled to come online by 2D&8struction work isue
to start in 2017 ABHD280mn power grid development projesias launched iMay is expected
to be completed by the end of 201The scope of work includethe building and linking of three
electricity transmission lines in Hidd, arHassamand Riffa.

Trade balance improves

In spite of continued brisk expansion in the B f SO02y2Yeéx . IFKNIAYQ
improved markedly in recent months. Thade deficit in Q1 dropped by an annual 37¥e trade
deficit in nonoil merchandise was BHD125mn in May.
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The impact of subsidy
reforms on inflation is
likely to be temporary
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partners led by China, the UAE, and the US. The impstrtant categories of imports in May were
motor vehicles and aluminium oxide.

The dominance of the top ten trade partners was even more pronounced in the case -oflnon
merchandise exports where they accounted for 85% of the to&sdudi Arabia importe
BHD507mn worth of goods from Bahrain during the first half of the year, followed by the US at

I 5MHYYYS YR vIEGFEN» D// O2dzyiNAS&a Avyoil G240
merchandise exportsa S I f LINP RdzOG & 66 SNB R2 YA yid Redxpdris 2 y =
in May made up 16.9% of the total export bundle. 51.3% adx@orts were destined for Saudi
Arabia.

Balance of norpoil trade, BHD mn
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Subsidy reform reflected in the CPI

Inflationary pessues in Bahrain have remained relatively stable in recent months. The Consumer
Price Index rose by an annual 3.6% in May, slightly less than the 3.8% reading in April. The annu
pace of inflation during the first five months of the year was 3 R8owingthe recent excise duty

and subsidy modifications, the fastest pace of price increases was seen in alcoholic beverages ar
tobacco (20.9%) and transportation (12.6%). Food prices rpsm annual 4.1% in May whereas
housing costs advanced by 3.7%. Clothing and footwear prices fell by an annual 3.9%, health cat
services by 0.3%, and restaurants by a modest 0.2%.
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Bank lending has
continued toincrease a
a brisk pace in spite of
some moderation in th
spring
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Credit growth remains robust

Bahrain has seen strong positive momentum in bank credit over the spring months, even if the
annual pace of increase has moderated somewhat, partly as a result of base.&estallbank

credit rose by 7% in Marc2016, down on the 9% pace seen in February but sharply up on 2% a
year earlier. ending to theprivate sector increased by BHD419.1mn whereas BHD96.1mn was
addedto Governmentoans.

Domestic credit growth has been partly linked to government loans which have tended to grow
faster than in the past. By the end of Q1, government borrowing had increased by 45% YoY
Despite the rapid increase, government loans nonéthke constitted a small portion of total
loans at 4%.

Private loang; personal and business loagsncreased an annu&%in March. Business loans,
which constitute around 53% of total loan®se by 2%. Growth was seqsrimarily in loans to
hotels and restaurants (20%), Trade (10%),-bank financial (9%), and manufacturing (15%).
Personal loansawa 10% increase in March.
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