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Since the axiom “Don’t fight the Fed” came
into common parlance, we have all been
aware that central bank policy is an impor-

tant component of market performance. Most of
us started out as security or business analysts and
believed that fundamental factors like the pace of
the economy, earnings growth and interest rates
were the drivers of equity values. As we became
more experienced, we began to understand the
influence of psychology, which can be quantified
by technical analysis. Since the end of the bear
market and recession of 2008-9, and the fiscal
stimulus and monetary easing that followed those
tumultuous years, I have begun to appreciate
even more the importance of central bank liquidity in determining the direction
of equity markets. 

United States equities have tripled since the March 2009 low. The total capi-
talization of the Standard & Poor’s 500 has increased from about $6 trillion in
March 2009 to $19 trillion today. Obviously this is not the total value of the
entire US equity market, because it leaves out much of NASDAQ and other
peripheral markets, but most of the capitalization of US public companies is
captured by this index. Earnings have clearly driven a good part of that move;
they have more than doubled from $417 billion in 2009 to $1.042 trillion in
2014. Since 2008, the Federal Reserve balance sheet has more than quadrupled
from $1 trillion in 2008 to $4.5 trillion. It took the Fed 95 years to build up a bal-
ance sheet of $1 trillion and only six years to go from there to the present level. 

Stimulus 
The Federal Reserve was providing this stimulus to improve the growth of

the economy, but it is my view that three quarters of the money injected into
the system through the purchase of bonds went into financial assets pushing
stock prices up and keeping yields low. If I am right, the Fed contributed almost
$3 trillion (some may have gone into bonds) to the $13 trillion rise in the stock
market appreciation from the 2009 low to the current level, earnings increases
explained $9 trillion (1.5 x $6 trillion) and other factors accounted for $1 trillion.
You could argue that the monetary stimulus financed the multiple expansion in
this cycle. 

In Europe, a similar condition has taken place. The EURO STOXX index
reached its low in the fall of 2014 with a total market capitalization of €8.1 tril-
lion. The current market capitalization is Ä10.5 trillion, an increase of about 30
percent. The balance sheet of the European Central Bank in October 2014 was a
little over €2 trillion. It is up about 15 percent from that level today at about
€2.344 trillion. An improvement in the outlook for earnings and the European
economy helped here as well as in the US, but liquidity played an important role
in the rise in the market. Like indices for the United States, the EURO STOXX
doesn’t capture the full market value of all European equities. 

In Japan, the balance sheet of the Bank of Japan began to increase sharply
after reaching about •132 trillion at the beginning of 2012. It is now •327 trillion,
more than doubling the early 2012 level. The market capitalization of the Tokyo
Stock Exchange increased from about •254 trillion at the beginning of 2012 to
•587 trillion currently, again more than doubling. Earnings played a role here as
well, but the monetary liquidity could explain much of the market appreciation. 

Central Banks
The concept of the central bank playing a critical role in market performance

has been brought home this year with the relatively strong performance of
Europe and Japan because of Mario Draghi’s explicit policy of aggressive easing
and the accommodative strategy inherent in Abenomics. In contrast, the
Federal Reserve is poised to tighten (interpreted as the withdrawal of liquidity)
as soon as it becomes comfortable that the economy can handle higher rates.
As a result, the US equity market has made little progress this year, while Europe
and Japan are up in double digits in local currencies, and Japan is up in double
digits in dollars as well. 

At this point, the prospects for both revenue and income growth for United
States companies are not robust. Optimistic earnings projections for the S&P
500 show only a small improvement for the year, and even that would require a
fair amount of financial engineering, including share buybacks, mergers and
acquisitions and leverage. The current level of buybacks and mergers and acqui-
sitions is less than 10 percent off the pre-crisis high, according to Strategas
Research. The strong dollar and the decline in oil prices are negatives for near-
term earnings improvement. In the face of these factors, it is something of a
wonder that the US market has risen at all this year. 

One concept that may be helping the market is earnings yield. The 10-year
US Treasury is yielding 2.2 percent. Even if S&P 500 earnings are flat in 2015, the
earnings yield (S&P 500 earnings divided by the price of the index) will be 5.5
percent, a healthy differential that is similar to the earnings yield in March 2009
when the market bottomed and the current upward move began. Earnings are
likely to grow over time while the coupon on the 10-year is fixed. Although
there is risk that earnings will fall in a recession, there is no recession currently in
sight. The attractiveness of a 5 percent+ earnings yield compared to a 2 percent
Treasury coupon is compelling to some investors. Housing and employee com-
pensation are also up this year: the former saw a 3 percent growth rate this year,
and employee cost index, a measure for the latter, was up 2.5 percent in the first
quarter.

Negatives
Despite the positives, there are also some serious negatives, and assessing

their significance is important. Productivity declined 1.9 percent in the first
quarter of 2015 after a smaller drop in the fourth quarter of 2014. Because pro-
ductivity is a key component of profitability, this is a reason for concern. Part of
this may be attributable to slow revenue growth because of weather and other
factors, but productivity improvement is essential to growth. Technology has
been a major force in increasing productivity, and we may have reached the
point where the incremental benefits of using equipment and processes to
increase the output per worker may be taking a rest. Given that revenues going
forward are likely to increase slowly, this negative trend in productivity must be
reversed.

On the jobs front, if one is to look at the most recent labor report from a
broad perspective, there is reason for concern. According to David Malpass of
Encima Global, the labor force only grew 166,000 in April, 1.1 percent year-over-
year, which was disappointing. The employment to population ratio is 59.3 per-
cent, which is 3 percent-4 percent below the 2000-2010 level and 5 percent
below the level in the 1990s. What is troubling about this data on the trade bal-
ance, productivity and the employment report is that it suggests that there is
unlikely to be a major increase in capital spending. According to the Commerce
Department, capital investment was down 3.4 percent in the first quarter. The
US industrial stock is 22 years old, an all-time high, but operating rates are
below the 80 percent where companies begin to plan major capital expendi-
tures. Much of the money that has been spent has bought labor-saving equip-
ment that has enabled companies to deliver goods and services with fewer
workers. 

An important driver of recent capital spending has been energy, and the
sharp drop in oil prices over the past year has had a major negative impact. Now
that the price of oil has risen from $43 per barrel (West Texas Intermediate) to
over $60, energy capital spending should pick up, assuming current prices will
hold. If a nuclear agreement were signed with Iran over the next few months
and sanctions are lifted, one million barrels of incremental oil could come into
the world market and crude prices could decline again. Right now, the negotia-
tions seem to be running into serious difficulty, so I still expect a pick-up in ener-
gy capital expenditures as we move through the year. The US market has been
long overdue for at least a 10 percent correction. It has been three years since
the last one. Sentiment among investors is optimistic or complacent, not a con-
dition conducive to a sustained upward market move. I still maintain a positive
outlook for the S&P 500 for 2015, but perhaps we have to endure a little pain
first. By the second half of the year, the market mood may be more subdued
and the fundamentals of the economy may be better, providing a more favor-
able environment for stocks to move higher. I still expect the S&P 500 to rise 10
percent or more by the end of the year, but it will have to get there on the basis
of fundamentals without the help of liquidity provided by the Federal Reserve.

Importance 

of liquidity
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KUWAIT: Inflation in the consumer price index (CPI)
inched down from 3.4 percent year-on-year (y/y) in
April to 3.3 percent y/y in May, amid a slowdown or
stabilization across all components, with the exception
of healthcare and local food inflation. Local food infla-
tion climbed at a gradual pace for the third consecu-
tive month, but remains relatively low. With interna-
tional food prices still declining, we expect local food
inflation to remain soft in the second half of this year
and correct lower. The stronger dinar is also projected
to limit any significant inflationary gains.
Subsequently, we still forecast an average annual infla-
tion rate close to 3.5 percent in 2015.

Core inflation (CPI excluding food items) eased for
the second consecutive month in May, from 3.7 per-
cent y/y in April to 3.5 percent y/y. Subdued inflation
across most components has offered core inflation
some reprieve recently. We expect housing inflation to
also ease modestly in the near-to-medium term; this
will help keep core inflation in check. Excluding hous-
ing (and food), inflation is off and now under 2 percent
y/y. Inflation in the local food price index edged up
from 2.3 percent y/y in April to 2.6 percent y/y in May,
while global food prices declined by 17.5 percent y/y.
The uptick in local food inflation may be attributed to
increased demand in the run-up to the holy month of
Ramadan in June. With international food prices still
declining, we expect local food inflation to remain rel-
atively soft in the second half of 2015.

Inflation in housing services was unchanged from
April at 6.3 percent y/y. Inflation in this component is
updated once every quarter and the next update is

due in the June report. Housing inflation rose to an
almost six-year high in March on healthy demand lev-
els. We expect it to subside later in 2015. Clothing and
footwear costs fell slightly further in May; inflation in
furnishings & household maintenance remained com-
fortable. Clothing and footwear inflation declined by
almost 1 percent y/y in May. Inflation in this segment
has been trending lower for a year mainly due to a
high base and stronger dinar (most products in this

segment are imported). Inflation in furnishings &
household maintenance came in narrowly lower in
May at 3.6 percent y/y. Inflation in the ‘other goods
and services’ segment slowed down from 2.7 percent
y/y in April to 2.4 percent y/y in May. Inflation in this
segment, which includes prices of personal care prod-
ucts and jewelry and certain business charges,
rebounded from a low base early in 2014 and appears
to have hit a peak in April of this year.

Kuwait inflation at 3.3% in May

KUWAIT: To enable businesses in Kuwait to
effortlessly engage and sustain productivity lev-
els during the hot summer season in the country,
Avaya, a leading provider of solutions that enable
customer and team engagement across multiple
channels and devices, has thrown-open its cloud-
based video conferencing solution to any busi-
ness in Kuwait to “beat the heat”. 

At no charge, businesses can subscribe to
Avaya Scopia, the company’s award-winning
video engagement solution, to host multi-party

video conferencing, file-sharing and collaborative
viewing and editing. With seamless access across
desktop and mobile,  business  owners  and
employees of  any company of  any s ize can
replace face to face meetings with Avaya Scopia,
irrespective of location, device, and operating
system.  

Users of  Avaya Scopia can connect using
mobile devices, desktop or video conferencing
room system and easily add additional users as
requirements grow. Participants can connect with

associates face-to-face to collaborate, review pre-
sentations or discuss important documents, in
real-time. Participants joining late can even
review previously-shared information without
interrupting the rest of the group.

In places where bandwidth is a challenge, the
Avaya Scopia advanced audio and video process-
ing delivers each participant a bandwidth-effi-
cient data stream, enabling everyone to see all
meeting participants simultaneously, while lead-
ers have full meeting control. 

Avaya Scopia helps businesses in 

Kuwait with free virtual meetings

KUWAIT: Tetley, the 2nd biggest tea brand globally
and Great Britain’s favorite tea, announced yester-
day the launch of its all new products across Kuwait.
The company offers tea lovers four new and differ-
ent blends; Black tea with Mint, Black Decaf, Black
mixed with Green and the all new rebranded; Tetley
Golden. Tetley Tea has a rich heritage that dates
back to England in 1837 and has been the pioneer
of the tea industry for over a century. This interna-
tional tea company focuses on driving a superior
and unique customer experience, ensuring a dis-
tinctive and consistent taste, through its profession-
ally trained taste experts. Accordingly, each blend
offers a unique flavor, catering to the different
tastes and preferences available across the market.

Tetley presents Tetley Golden black tea, everyday
luxury from Tetley. Tetley Golden is a high quality
tea blend with Ceylon and other orthodox teas that
offers a smooth rounded taste and a bright golden
brew. The result is an aromatic black tea with a love-
ly rounded flavor that leaves a fresh after taste. For
Tetley Black Tea with Mint, its experts mixed the
ever popular Tetley Strong Black Tea with natural
mint flavor, creating a convenient and delicious
product for the many tea drinkers in Kuwait who
like to add mint to their tea.

Blend of Black & Green tea is a winning combina-
tion - offering all the benefits of green tea with the
rich taste and aroma of Tetley’s black tea, allowing
tea lovers to enjoy the best of both worlds. Tetley
Decaf is also one of Tetley’s great new products and
is quite unique as the blend has been decaffeinated
to 0.2 percent. To achieve this blend, Tetley has
carefully sourced decaffeinated tea leaves from
around the world to create this unique color and

taste. This allows health conscious customers to
enjoy the perfect cup of tea at any time, without
worrying about caffeine effects.  

Tetley is the only major brand to offer 100%
Rainforest Alliance Certified blends in the GCC.
Tetley Tea’s Strong and Golden blends are both 100
percent certified, not only giving users a unique
and incomparable taste, but doing so by contribut-

ing to changing the lives of millions to the better.
This occurs through the Rain forest alliance organi-
zation that has helped, to date, conserve the water,
soil and biodiversity of more than 50 million
hectares of forest and farmland in 70 countries and
improved the lives of more than 2 million workers
and their families. Wake up to a cup of Tetley Tea
and get ready to squeeze more out of your day!

KUWAIT: Burgan Bank announced the names of
the lucky winners of its Yawmi account draw,
each taking home a prize of KD 5,000: 

1. MANSOUR FADHI  ALRASHEEDI 
2. QASIM GHULAMREDHA NUKURANI 
3. SH: NAWAL MOHD AL-SABAH 
4. MOHAMMAD ABDULLAH ALI 
5. SHAIKHA MOHAMMED  ALBAGHLI 

To further add to the anticipation of Yawmi
account customers, Burgan Bank now offers a
Quarterly Draw with more chances to win high-
er rewards, entitling one lucky customer to win
KD 125,000 every three months. The Yawmi
Account now offers daily and quarterly draws,
the quarterly draw requires customers to main-
tain a minimum amount of KD 500 in their
account for two months prior to draw date.
Additionally, every KD 10 in the account, will

entitle customers to one chance of winning.  If
the account balance is KD 500 and above, the
account holder will be qualified for both the
quarterly and daily draws.   Burgan Bank
encourages everyone to open a Yawmi account
and/or increase their deposit to maximize their
chances to becoming a winner. The more cus-
tomers deposit, the higher the chances they
receive of winning. For more information on
opening a Yawmi account or about the new
quarterly draw, customers are urged to visit
their nearest Burgan Bank branch and receive all
the details, or simply call the bank’s Call Center
at 1804080 where customer service representa-
tives will be delighted to assist with any ques-
tions on the Yawmi account or any of the bank’s
products and services. Customers can also log
on to Burgan Bank’s www.burgan.com for fur-
ther information. 

Tetley Tea launches exciting 

new blends for tea lovers

Burgan Bank announces daily 

lucky winners of Yawmi account


