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United States
The Second Quarter GDP likely to be

Stronger than the First
The week ended on a positive note with

risk sentiment better than it had been at
the start of the week. The free -fall  in
Chinese equities finally hit a stall; the
Europeans set the framework around
which Greece’s eurozone exit can be avert-
ed, at least for now. Making a story short,
Greece presented a new proposal and
now, has to negotiate the outline of a new
third ESM program by the end of the
week. Whether European finance ministers
accept the Greek proposal remains the
multimillion-dollar question for now. 

Last week’s referendum gave the politi-
cal power to Prime Minister Tsipras, who
has now the political capital to vote an
agreement through parliament. The sup-
port for eurozone membership in Greece
is now clear, however, it remains that the
economic costs of capital controls are ris-
ing especially with banks still in a shut-
down mode.

On the foreign exchange side, the US
dollar regained strength on the back of
the Greek situation. After a whole week of
intense negotiation and diff iculties,
Greece was finally able to present a pro-
posal to its creditors on Thursday night. A
proposal which lead to a creation of an
European summit over the weekend to
discuss the Greek proposal and the coun-
try’s ability to secure further loans and
ongoing support from the ECB,  IMF and
the Eurogroup. Whatever the outcome
shall be, uncertainty seems certain to per-
sist in the future until Greece faces a debt
relief and potentially restructuring.  

While we waited for the situation to
unfold, the euro remained in a narrow
range the entire week as market were con-
vinced that although the price to keep
Greece in the Euro zone was steep, letting
it go was even more costly. The currency
started the week at 1.1114, moved to a
low of 1.0916 and closed the week at
1.1162. 

In the UK, as we stated in earl ier
reports, the economic situation continue
to rebound on the back of better employ-
ment f igures,  industrial  data,  robust
household cash flow, and an upswing in
the housing market. Having said that,
While Britain’s direct exposure to Greece is
l imited,  the potential  for contagion
seemed to be a concern to investors who
shunned the pound. After starting the
week at the 1.5570 level,  the Pound
dropped to a low of 1.5330 on Wednesday.
The prospect of a Greek deal over the
weekend pushed back the Pound to end
the week at 1.5517

In Asia, the yen continues to range
trade with a positive tone as investors
were scrambling for a safe haven asset
while waiting for a Greece bailout resolu-
tion. The USDJPY fell to reach a low of
120.41 on Wednesday to end the week
back at 122.78.          

In the commodities world, oil market
fundamentals remain weak. In the absence
of OPEC production cuts or supply disrup-
tion, oil prices are likely to remain under
pressure especially with global growth
remaining weak and Asian markets under
pressure.

Additionally, in the event that a Greek
exit could be avoided, gold market trends
will still remain closely tied to the expecta-
tions of Fed policy.  However, with the still

high level of risk currently in financial mar-
kets there is always the possibility that Fed
tightening will come later than current
market expectations.  This may help to
provide some support to gold prices for
the moment. 

The FOMC Minutes did not Provide any
Meaningful Clues

The FOMC minutes on Wednesday did
not provide any clear resolution to the
timing of Fed tightening. Federal Reserve
officials in June saw the economy moving
toward conditions that would support an
interest-rate increase, while also express-
ing concern about weak consumer spend-
ing and risks from China and Greece that
have since intensified

US PMI Comfortably in an Expansion
Territory 

Although the report showed that the
economy was, still in an expansion mode,
growth and hiring in the US service sector
slowed down in June according to PMI.
The final services PMI reading came at 54.8
in June, down from 56.2 in May and below
expectations of 54.9. June saw a slow-
down in both business growth and hiring,
while expectations for the year ahead also
moderated. Despite those figures, the
report showed that the June PMI data
rounded off a solid second quarter for the

US economy, with GDP likely to have risen
at an annualized 3 percent rate. 

Europe & UK
Tsipras: The referendum gave me a

mandate to seek a better deal, not to
leave the Eurozone

Thursday night, the Greek proposal was
submitted to creditors and showed some
meaningful concessions on behalf of the
Greek government. At the same time, a
Greek parliamentary meeting was sched-
uled for Friday seeking only a vote to
authorize Prime Minister Tspiras to negoti-

ate with the Creditors. 
Overall, it appears that the proposal this

time seems a package similar to the one
offered by the Creditors on June 26 and
one, which does make additional signifi-
cant concessions. According to media
reports, the measures submitted include:
Tax rise on shipping companies; unifying
VAT rates at standard 23 percent, including
restaurants and catering; phasing out soli-
darity grant for pensioners by 2019; Ä300
million in defense spending cuts by 2016;
privatization of ports; a sell-off of remain-
ing shares in telecoms giant OTE and final-
ly, scrapping the 30 percent tax break for
wealthiest islands. 

To add more pressure to the equation,

European commissioner Jean Claude
Juncker, President Tusk and Chancellor
Merkel, stated that the previous EFSF
negotiations will be the frame of reference
for a third bailout, and an even greater lev-
el of commitment and details are likely to
be required from Greece.

Francois Hollande, the French president
who has been negotiating to tr y and
secure a deal between Greece and its cred-
itors has judged the latest Greek package
of reform, submitted on Thursday, “serious
and credible” 

Bank of England Growing Dilemma 
Last week, the UK budget brought sev-

eral big announcements, such as a slowing
of near-term fiscal consolidation and
details on how the government intends to
reduce the size of the welfare state. A
major surprise was the introduction of a
National Living Wage, where workers on
the current minimum wage will see a 7.5
percent increase from April 2016. For the
Bank of England, looser fiscal policy and
higher wage costs could make more com-
pelling the case for higher interest rates.

Next week’s focus will be on June infla-
tion data and the May employment report.
The UK’s output gap is the most positive in
the whole G10, and tightness in the labor

market is already leading to upside pres-
sure on wages. In summary,  

UK House Prices Continue to Move
Higher

British house prices rose at their fastest
rate in almost a year in June. The RICS sur-
vey showed that house prices index jumped
to +40 in June from +34 in May, the highest
since July 2014 and a bigger rise than the
expected +36. According to the report, low
interest rates, and a strong job market were
driving demand from buyers, while the

number of people looking to sell remained
low. Analysts seem to worry that house
prices and rentals were increasing signifi-
cantly faster than wages, potentially derail-
ing the economy.

Asia 
Australia, first victim of Chinese

Uncertainty
The release of Australian labor market

data was slightly better than expected.
Employment grew 7.3k during June, above
market expectations, while the unemploy-
ment rate remained at 6 percent. Overall,
the data showed that the labor market is
progressing in line with its trend over the
past six months and is unlikely to change
the view of the RBA for the moment. The
Chinese economic uncertainties rippling
through falling commodities especially
base metals prices and the lack of confi-
dence in China’s economic health are pro-
viding more downside risks to the
Australian economy.

Locally, housing data showed that
efforts by the bank regulator to reduce
bank lending to property investor seem to
start showing results. The number of
Australian home-loan approvals fell sharply
by 6.1 percent in May from April.
Expectations were for a fall of 1 percent.
The same report showed value of loans for
investment housing fell by 3.2 percent from
April. The RBA is facing a dilemma of a slow-
ing Chinese market opposite to an over-
heating property prices, limiting it from
cutting interest rates further.

China’s Stock Market Crash
After a stellar performance over the past

six months, China stock market tumbled in
the previous two weeks. The response by
Beijing was unprecedented halting more
than 1,300 companies. Trading was also lim-
ited to 53 percent of the market. Official
measures to support shares became
extreme during the week when declines
deepened. They included a ban on stock-
holders and executives from selling stakes
in listed companies for six months, an order
for companies to buy equities and an inves-
tigation by the nation’s public security
bureau into short-selling. 

In addition, the Chinese Banking
Regulatory Commission announced that it
would allow banks to extend loans backed
by share collateral, while issuing at the same
time a statement saying that the PBoC
would support brokers after an emergency
state council meeting.  

Kuwait
Kuwaiti Dinar at 0.30220

The USDKWD opened at 0.30220 yester-
day morning. 

Season finale of Greece debt drama
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KUWAIT: The world economy has been on
a path of deceleration in the past 12
months, but at the country level,
economies have experienced a variety of
trends. Growth in developed countries has
been sluggish, despite the US labor market
showing some signs of recovery and the
euro zone economy stabilizing. In emerg-
ing Asia, China has been on a gradual slow-
down while India is in recovery following
years of lackluster growth. The rest of
emerging Asia did not experience a clear
trend in growth either, but from the major
economies, only South Korea and Hong
Kong witnessed a notable decline in eco-
nomic growth. As a whole, emerging Asia
continued to grow at a much faster pace
than developed markets.

The Organization for Economic Co-oper-
ation and Development (OECD) publishes
on a monthly basis the composite leading
indicators (CLI) for a number of countries,
primarily OECD members, as well as a selec-
tion of non-OECD countries such as China,
India and Indonesia. The CLI aims at provid-
ing early signals of changes in economic
trends, between six and nine months in
advance. The CLI’s most important charac-
teristic includes its ability to predict turning
points in business cycles, in other words
the pace of economic activity relative to its
long-term potential. Key indicators used in
the CLI include orders and inventory
changes, financial market indicators and
business confidence surveys.

Earlier releases of the CLI have correctly

predicted most countries’ economic per-
formances, best depicted by the gross
domestic product (GDP). China and India’s
diverging trends were captured clearly in
the CLI six to nine months in advance, as
well as the deceleration in South Korea and
G7 economies. The US and the euro zone
account for the bulk of the G7, and OECD’s
indicator showed six to nine months in

advance that US output would stabilize and
the euro zone economy would stop decel-
erating. The CLI figures have changed since
then.

According to the OECD, developed
economies will maintain their sluggish run
and slow further, mainly due to a slowdown
in the US. The leading indicators show that,
after a few more months of stability, the US

economy will cool down. However, euro
zone output is expected to pick up again.
The euro zone economy is already growing
at a steady pace, and the European Central
Bank’s unprecedented monetary stimulus
should maintain the bloc’s recovery.

In Asia, China’s economic activity is
expected to continue softening further in
the next three quarters. The combination of

declining property prices over the last year
and a sharp slowdown in industrial output
and investment activity coupled with the
numerous policy easing measures is consis-
tent with the soft declaration expected. The
CLI also shows the Indian economy main-
taining its acceleration. Recent activity in
investments - a key element of the econo-
my that was missing and dragging growth
downwards in the last few years - suggests
that OECD’s projections will likely material-
ize in the next two to three quarters. In the
other two emerging Asian economies
assessed by the OECD, South Korea is
expected to recover following more than
one year of slowdown while Indonesia will
soon begin to cool down.

The key highlight of the CLI data is
the upcoming change in the business
cycles in the euro zone and the US. The
resurgence of the Indian economy and
the ongoing Chinese slowdown are in
line with consensus. If these projections
are accurate, then, in the case of the US,
the Federal Reserve may have to post-
pone its rate hike to next year. Similarly,
the slowdown in China, if materialized,
will probably lead to further monetary
easing. However, inflation is an impor-
tant factor that may affect these mone-
tary policy projections. With inflation
expected to rebound in the second half
of the year, due to oil price base effect
and its increase in value in 2015, mone-
tary policy actions will continue to be
difficult to predict.

US, China to drive world economic slowdown
India, South Korea economies brightest spots in emerging Asia
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