
WASHINGTON: After a long buildup that
stirred waves of turbulence in global markets,
the Federal Reserve finally is expected to end
its seven-year crisis stance with an interest rate
increase on Wednesday.

Most bets are that the Fed will increase the
benchmark federal funds rate for the first time
in nearly a decade, signaling confidence in US
economic growth even as the rest of the world
sags.

A move has been well-flagged for months
now by Fed Chair Janet Yellen and others on
her team. About 97 percent of economists sur-
veyed by the Wall Street Journal expect the
increase. 

Yellen made clear at the beginning of this
month that she believes that longstanding
arguments against an increase-inflation is
absent and the jobs market still shows weak-
ness-will dissolve through next year. “I antici-
pate continued economic growth at a moder-
ate pace that will be sufficient to generate
additional increases in employment, further
reductions in the remaining margins of labor
market slack, and a rise in inflation to our two
percent objective,” she said in a December 2
speech.

If the Fed waits too long, she added point-
edly, “we would likely end up having to tight-
en policy relatively abruptly to keep the econ-
omy from significantly overshooting both of
our goals.” That speech “was really intended to
tell the market that, yes, they are planning to
raise rates at the next meeting,” said Stephen
Oliner of the American Enterprise Institute.  

The Fed’s policy body, the Federal Open
Market Committee, meets tomorrow and
Wednesday to weigh raising the fed funds

rate, a short-term peg for interbank lending
which influences rates throughout the finan-
cial system, from 0-0.25 percent to an expect-
ed 0.25-0.50 percent.

The rate was pulled down to zero in an
unprecedented series of very sharp cuts in
2008 as the economy sank into a deep reces-
sion. It has not budged since then, as the
climb back to firm growth has been much
slower than expected.

An end to ultra-easy money policy? 
But the result of the Fed’s ultra-easy money

policy has been to flood the US and global
economies with trillions of cheap dollars that
some critics worry will spark uncontrollable

inflation and new asset bubbles. Neither has
happened. But Yellen, stiffly opposed to a rate
increase over her first 18 months as Fed chair,
has turned more in favor recently, even has
some of her FOMC colleagues have remained
unconvinced.

Media reports have depicted her working
behind the scenes in recent months to build
consensus behind a rate hike. In her speech,
she conceded that she is “looking forward to”
the day she can begin raising rates.

The challenges are much like they were
more than a year ago when Yellen said she
expected the lift-off from zero around the
middle of 2015. 

First, although the unemployment rate has
fallen steadily, to 5.0 percent now, there is still
an uncommonly large number of people who
have dropped out of the labor market, sug-
gesting the recovery from the Great Recession
has fallen short. Second, rather than move
toward the 2 percent goal, inflation has actual-
ly fallen, though the main reasons have been
the fall in fuel prices and those for imported
goods, due to the stronger dollar and global
slowdown.

With the rest of the world in a slump,
prominent economists like Larry Summers and
Paul Krugman have warned about raising rates
when the risks of a reversal to US growth
remain significant.  If the Fed is wrong on infla-
tion picking up, Krugman wrote in the New
York Times, “a rate hike could end the run of
good economic news.” 

In that case, he said “it’s not at all clear
what the Fed could do to fix its mistake.” But
having let expectations get so wound up, oth-
ers say it would now be a mistake for the Fed

to hold off, which could suggest the fed has
unspoken concerns. “If they don’t go, that
sends the wrong message about confidence
in the economy. And I think it will be will be
detrimental to market if they don’t go,” Ellen
Zentner,  chief US economist at Morgan
Stanley, said on CNBC.

“The US economy should cope well with a
less expansionary approach to monetary
policy, as, unlike in the last economic cycle,
consumers are well prepared for rising inter-
est rates thanks to much lower debt,” said
Jorg Kramer,  chief  economist  at
Commerzbank. — AFP

KUWAIT: Last week started with a
lower US dollar against its major
counterparts as recovering oil prices
lent some strength to commodity
linked currencies. By the end of the
week, the greenback managed to
regain some of its losses especially
against emerging markets currencies
as the strength in commodities and
oil prices happened to be short lived.
The US dollar ended the week slight-
ly lower against the big five despite
expectations of an imminent rate
hike by the Fed and as investors
started to shift their focus towards
the pace of rate hikes beyond
December and well into 2016. 

The Fed’s looming policy decision
is indeed making it  harder for
investors to predict the actions of
other central banks and to work out
where exchange rates are headed.
Next week’s event could be pretty
quiet in the near term for the major
five currencies, but it remains a major
episode for emerging market curren-
cies as we continue to witness lately.
Further delay of a rate hike is likely to
increase uncertainty and achieve
nothing useful. 

Given the widespread agreement
that the Fed will hike, a strong initial
market reaction is unlikely. Beyond
the first hike, the outlook for risk
assets will be determined by how the
disagreement between the market
and the Fed about the pace and
extent of hikes gets resolved

On the foreign exchange side, as
mentioned earl ier,  the US dollar
Index opened the week on a strong
footing as market continued to react
to further indications of policy diver-
gence between the Fed and other
major central banks. The dollar index
strength was also short lived this
week as it quickly fell to a low of
97.22 amid the jump in commodity
linked currencies on Wednesday. By
the weekend, even with commodities
tumbling, it was able to regain some
of its losses and closed at 97.56.

The Euro witnessed a better per-
formance, rallying to a high of 1.1043
against the US dollar as the momen-
tum from the previous ECB decision
continued to dictate the currency’s
movement. The single currency man-
aged to lose some of that momen-
tum and close the week at 1.0986.

The Sterling pound fell against
most of its counterparts after the
release of the Bank of England meet-
ing minutes, which indicated that

interest rates are likely to remain at
record lows for longer. Additionally,
the minutes showed that policymak-
ers expect inflation to remain sub-
dued on the back of low oil prices
and slow wage growth. However, the
Pound managed to reach a high of
1.5240 as investors sold the dollar
across the big five. Finally, the pound
closed the week at 1.5213.

The Japanese yen gained against
the US dollar after Japanese final
GDP figures showed that the econo-
my grew in the third quarter and
avoided recession as seen in the ini-
tial estimates. The dollar Yen opened
the week at 123.20 and dropped to a
low of 121.05 by the middle of the

week. However, the cross rebounded
by the end of the week and closed at
122.01 

Claims remain below the 300k
mark

The number of people who filed
for unemployment claims in the US
climbed more than expected last
week, but remained below 300,000
indicating further strength in the US
labor market. Initial jobless claims
increased by 13,000 to 282,000,
exceeding market expectations of

270,000. Although, initial  claims
remain relatively low, it marked the
highest reading since late-July. The
four-week average for new claims
also rose to 270,750, up from 269,250
a week earlier. 

Strong retail sales 
Retail sales climbed in November

by the most in four months as the
drop in gasoline prices helped free
up some money for other consump-
tions. The lower than expected 0.2%
increase in November followed a
0.1% gain in the previous month.

Excluding purchases of autos and
gasoline, retail purchases climbed 0.5
percent, also the biggest increase
since July.

Wage Related Increase in Producer
Prices

US producer prices unexpectedly
rose in November as the cost of serv-
ices increased, but the underlying
trend continued to point to subdued
inflation.  Producer price index
advanced 0.3 percent after falling 0.4
percent in October, as stated by the

US Labor Department on Friday. In
the twelve months through
November, the PPI declined 1.1 per-
cent after sl iding 1.6 percent in
October. The dollar strength and con-
tinued declines in oil prices amid a
glut and slowing global growth have
dampened price pressures, leaving
inflation running persistently below
the Federal Reserve’s target. 

German industrial production 
German industrial  production

recovered in October but stayed far
below market expectations, adding

to the evidence that the Chinese and
emerging market slowdowns are
leaving their marks on the Eurozone’s
largest economy. Industrial produc-
tion increased by 0.2 percent on a
monthly basis in October, from a 1.1
percent decline in September. 

Eurozone GDP higher 
Third quarter GDP in the eurozone

increased by 0.3 percent on a quar-
terly basis. Details of the GDP report
showed that domestic demand was
fully responsible for the increase in

the quarter, with household con-
sumption leading the way. Inventory
accumulation also contributed
importantly in the quarter, while
strong impor ts were a drag on
growth.

The Swiss National Bank main-
tained status quo on its expansionary
monetary policy. The target range for
the three -month Libor remains
between -1.25 percent and -0.25 per-
cent, and the interest rate on sight
deposits with the SNB remain
unchanged at -0.75 percent. The neg-
ative interest rate and the interest
rate differential with other currencies
have caused the Swiss Franc to be
less attractive and a funding curren-
cy. Moreover, the SNB noted that
they will remain active in the foreign
exchange market in order to influ-
ence the exchange rate situation
whenever deemed necessary.

UK manufacturing slowing down  
UK manufacturing production

dropped 0.4 percent on a monthly
basis in October,  disappointing
expectations for a drop of 0.1 percent
and following a gain of 0.9 percent a
month earlier. 

On an annualized basis, manufac-
turing production fell at rate of 0.1
percent, worse than forecasts for a
gain of 0.1 percent, after declining at
a rate of 0.4 percent in September.
Industrial production was in better
shape moving up 0.1 percent, in line
with expectations and following a
decline of 0.2 percent in the previous
month.

BoE dovish statement 
According to the BoE minutes,

policymakers remain concerned over
falling oil prices, which are keeping
inflation subdued. In addition, the
majority of policymakers said that
low oil prices and subdued wage
growth will keep a lid on inflation.
“There would need to be a sustained
firming in domestic cost pressures,
compared with current rates,” to push
inflation back to the 2 percent target,
officials said. 

The Monetary Policy Committee
voted eight-to-one to keep rates on
hold at 0.5 percent. Ian McCafferty,
one of four external members on the
nine-person MPC, voted to increase
rates to 0.75 percent.

Japan GDP rises 
Japan’s final GDP figures showed

that the economy expanded in the
third quarter and avoided recession
as seen in the initial estimate on the
back of stronger investments and
slower pace of decline in the inven-
tories. Japan’s Q3 GDP expanded to
0.3 percent, revised up from -0.2
percent. Markets had expected a 0.1
percent increase in overall output.
On an annual basis, the economy
expanded 1.0 percent in the third
quarter, beating the first estimate of
a 0.8 percent contraction.

Latest employment figures from
Australia surprised markets to the
upside in November. The jump in
employment  indicates  that  low
interest rates are encouraging busi-
nesses to hire. Employment data
showed a 71,400 jobs gains from
October above the forecasts of the
10,000 drop. In addition, the unem-
ployment rate fell 0.1 percent to the
lowest level since May 2014, coming
at 5.8 percent against 5.9 percent
seen in October and well below the
6.0 percent expected. Moreover, the
National Australian Bank reported
that business confidence improved
from +3 to +5 last month.

Chinese trade balance shrinks  
Chinese trade surplus contracted

to Yuan 343bil l ion in November,
dropping from record high levels
seen in October at Yuan 393 billion.
Analysts were expecting a rise to
Yuan 407 billion. China November
imports declined -5.6 percent on a
yearly basis, showing an improve-
ment from the -16.0 percent report-
ed for the previous month. Markets
had expected imports to drop -11.3
percent last month.

Chinese consumer prices rose in
November higher than the previous
month, coming at 1.5 percent on a
yearly basis against 1.3 percent in
October. Markets had expected an
increase of  1 .4  percent  for
November.  The upt icks  in  pr ice
pressures were mainly seen on the
back of higher demand in health
care, personal activities and trans-
portation sector. The Producer Price
Index was unchanged at -5.9 per-
cent on a yearly basis in November,
better than the expected -6.0 per-
cent.

Kuwait
Kuwaiti Dinar at 0.30310
The USDKWD opened at 0.30310 yes-
terday morning.
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Dollar drops after US mixed performance 
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KUWAIT: Commercial Bank of Kuwait
held the Al-Najma Account draw on
13th December, 2015.

The draw was held under the super-
vision of the Ministry of Commerce &
Industry represented by Mr. Abdulaziz
Ashkanani.
The winners of the Al-Najma daily
draw are:
Faleh Salem Salamah Ayed  — KD 7000, 
Mahmoud Mohammed Ahmad
Abdulaziz — KD 7000, 
Ruksana Motlekar and Abdulhamid
Motlekar — KD 7000, 
Munera Fawaz Duaij Salman Al-Sabah

— KD 7000, 
Mohammad Muner Chaudhry
Abdulghani — KD 7000.

The Commercial Bank of Kuwait
announces the biggest daily draw in
Kuwait with the launch of the new
Najma account. Customers of the bank

can now enjoy a KD 7,000 daily prize
which is the highest in the country and
another 4 mega prizes during the year
worth KD 100,000 each on different
occasions: The National Day, Eid Al-Fitr,
Eid Al-Adha and on the 19th of June
which is the date of the bank’s establish-
ment.

With a minimum balance of KD 500,
customers will be eligible for the daily
draw provided that the money is in the
account one week prior to the daily
draw or 2 months prior to the mega
draw. In addition, for each KD 25 a cus-
tomer can get one chance for winning
instead of KD 50.

Commercial Bank of Kuwait takes this
opportunity to congratulate all lucky
winners and also extends appreciation
to the Ministry of Commerce and
Industry for their effective supervision of
the draws which were conducted in an
orderly and organized manner.

Al-Tijari announces winners

of Najma Account
MARY, Turkmenistan:  Leaders of
Turkmenistan, Afghanistan, Pakistan and
India during a ceremony in the Turkmen
deser t  broke ground yesterday on a
major pipeline that could help ease ener-
gy deficits  in South Asia.  Presidents
Gurbanguly Berdymuk hamedov of
Turk menistan and Ashraf  Ghani  of
Afghanistan were on hand for the cere-
mony outside the city of Mary in the
Karakum Desert, marking the beginning
of work on the Turk menistan-
Afghanistan-Pakistan-India (TAPI) link.

They were joined by Prime Minister
Nawaz Sharif of Pakistan and Indian Vice
President Mohammad Hamid Ansari, an
AFP correspondent reported from the
scene. “Today we were participants and
witnesses of a historic event. Today marks
the start of a project of great scale-the
TAPI pipeline,” said Berdymukhamedov at
the ceremony, held in a pavilion imitating
a traditional Turkmen nomadic dwelling.

“TAPI is designed to become a new
effective step towards the formation of
the modern architecture of global energy

security, a powerful driver of economic
and social stability in the Asian region,” he
added.

Turk menistan has earl ier  said it
expects the gas l ink with an annual
capacity of 33 billion cubic metres to be
fully operational by the end of 2018.
However uncertainty hangs over the proj-
ect, whose cost is estimated at $10 billion
(9.0 billion euros).

Aside from the risks associated with a
link traversing war-torn Afghanistan, the
four-country consortium has yet to con-
firm the participation of a major foreign
commercial  par tner wil l ing to help
finance TAPI. Berdymukhamedov noted
that Sunday also marked the beginning
of the third phase of development of the
Galkynysh gas field which will provide
the resource base for the TAPI project.

The next phase of development at
Galkynysh-the second largest natural gas
field in the world-will be overseen by a
consortium of Japanese and Turkish com-
panies in addit ion to Turk menistan,
Berdymukhamedov said. — AFP

Turkmenistan, Afghanistan 

Pakistan, India launch major pipeline

South Africa bourse 

CEO concerned about 

financial stability

JOHANNESBURG: The head of South Africa’s bourse said yes-
terday he was concerned about long-term financial stability
after last week’s selling frenzy, triggered by the unexpected
sacking of the finance minister, wiped nearly $11 billion off
share values.

“We should not just be concerned about the immediacy
of market reaction but should be mindful of the longer term
impact on the financial stability of our economy,” the JSE Ltd
Chief Executive Nicky Newton-King said. President Jacob
Zuma sacked Nhlanhla Nene late on Wednesday in favour of
a relatively unknown lawmaker, David van Rooyen, unnerv-
ing investors in an ailing economy whose investment grade
status is already at risk.

The removal of Nene, a veteran civil servant in the ministry
who was keen to rein in government spending in Africa’s
most industrialised economy, sent the rand currency to
record lows, sparked a sell-off in bank stocks and sent yields
in both local and dollar-denominated debt soaring.

The JSE All-share index lost 169.6 billion rand ($10.68 bil-
lion) between Thursday and Friday. “We should remember
that behind the daily statistics are the life savings of ordinary
South Africans,” Newton-King said in a statement. “As individ-
uals and as corporates we need to be aware of how we are
impacted by the seriousness of this moment.”  — Reuters

HANOI: A migrant worker looking for a daily job in downtown Hanoi. Some 7.5 million
people moved to Vietnam’s cities between 2000 and 2010, according to World Bank fig-
ures, an urbanization rate of 4.1 percent. Only neighboring Laos and Cambodia have
higher rates in East Asia, it said.  — AFP 

Fed expected to hike rates amid nagging worries

FED Chairman Janet Yellen


