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NBK MONEY MARKET REPORT
KUWAIT: Last week, the market revolved
around the Federal Reserve rate decision, where
expectations were high around the Fed offering
a clearer path for normalizing interest rates. In a
conference after the meeting, the Federal
Reserve President Janet Yellen, failed to meet
markets expectations and offered a relatively
dovish statement instead. She signaled that
even if the first hike occurs in September, the fol-
lowing tightening path would remain gradual.
Investors interpreted the statement in a dovish
manner taking the Dollar lower across the
board. 

The statement still indicated that there was a
high possibility that the Fed would increase
rates this year as the labor market continues to
improve and inflation to tick higher. The green-
back dropped against the major currencies as a
result, however remains attractive as monetary
policy divergences continue to widen between
the Fed and other major central banks such as
the European central bank, the People Bank of
China and the Bank of Japan, which are follow-
ing an easier monetary policy.               

On the foreign exchange side, the euro trad-
ed in a volatile manner during the week as talks
between Greece and its creditors continued to
go back and forth in a deadlock. Despite the
mounting concerns, the currency managed to
close the week higher against the US dollar as
investors prompted to sell the greenback amid
a dovish FOMC statement. The single currency
opened the week at 1.1227 and reached a high
of 1.1436 after the Fed meeting. The currency
remained volatile reaching back a low of
1.1291 as Greek debt negotiations hit a dead-
end and reports showed that savers have
pulled-out around 2 billion Euros from Greek
banks. The euro closed the week at 1.1352 as a
possibility of a “Grexit” continues to weigh on
sentiments.

The sterling pound appreciated against
most of its counterparts as labor market figures
improved and wage growth exceeded expec-
tations. In parallel to positive inflation figures,
investors rushed to buy the currency. The
Pound opened the week at 1.5563 and gradu-
ally gained against the greenback as the posi-
tive data started to flow. The currency hit a
high of 1.5928, a seven month high, amid the
FOMC statement and managed to close the
week at 1.5883.

The Japanese yen also had its fair share of
volatility starting the week on a softer note
against the US dollar. The currency continued
to weaken in the build up towards the FOMC
but quickly regained its losses against the
greenback as the statement disappointed mar-
kets failing to give a clear indication on when
the first rates hike will occur. After reaching a
high of 124.43, the Japanese currency contin-
ued to appreciate against the US dollar to
reach 122.46. The pair closed the week at
122.65.

Mixed Figures from the 
Manufacturing Sector

US industrial production unexpectedly fell
in May as manufacturing and mining activity
remained weak, a sign that a strong currency
and spending cuts in the energy sector contin-
ued to constrain economic growth. 

The softness in the production side of the
economy contrasted with recent upbeat data
on retail sales, employment, consumer and
small business confidence, all pointing to a
growth pickup after a sluggish start to the sec-
ond quarter. 

Industrial output slipped 0.2 percent last
month after declining 0.5 percent in April.
Industrial production has been weak since

December, and economists had expected out-
put to rise 0.2 percent last month. 

On the other hand, manufacturing activity
in the Philadelphia-region expanded at the
fastest pace in six months in June, easing con-
cerns over the US economic outlook. In a
report, the Federal Reserve Bank of
Philadelphia said that its manufacturing index
improved to a reading of 15.2 this month from
May’s reading of 6.7. Expectations were for a
rise to 8.0 in June.

A Pick-up in the Housing Activity
US permits for home construction surged to

a near eight-year high in May, suggesting a
building up of momentum in housing and the
broader economy after a dismal performance
at the start of the year. While housing starts fell
last month, following a robust gain in April,
groundbreaking remained at levels consistent
with a strengthening housing market. 

Building permits jumped 11.8 percent to a
seasonally adjusted annual pace of 1.28 million
units, the highest since August 2007. It was the
second straight month of increase. Permits
have been above a 1 million-unit pace since
July, meanwhile, groundbreaking dropped 11.1
percent to a 1.04 million-unit rate. The drop
only partially reverses the prior month’s large
gain, which were revised upwardly from 1.14 to
1.17 million-unit rate, the highest since
November 2007.

Unemployment Claims Continue to Drop
Unemployment claims in the US fell to the a

four-week low, renewing optimism over the
health of the economy and supporting the
case for a US interest rate hike this year.  Jobless
benefits for the week ending June 13
decreased by 12,000 to 267,000 from the previ-

ous week’s total of 279,000. Expectations were
for a drop to 275,000. The four-week moving
average was 276,750, a decline of 2,000 from
the previous week’s total of 275,000. Jobless
claims have held below the 300,000-level for 15
consecutive weeks, which is usually associated
with a firming labor market. The monthly aver-
age is a more accurate measure of labor trends
because it reduces volatility in the week-to-
week data. 

Fed: 2015 Rate Hike still on Track
The Federal Reserve signaled the pickup in

the economy is keeping it on track to raise inter-
est rates this year, though subsequent increases
are likely to be more gradual than anticipated
earlier. Fed policymakers maintained the cur-
rent near-zero rates for now and said a hike
would be appropriate only after further
improvement in the labor market and greater
confidence that inflation would rise. “Economic

activity has been expanding moderately” the
Fed said in its policy statement following a two-
day meeting. “The pace of job gains picked up
while the unemployment rate remained steady.
On balance, a range of labor market indicators
suggests that underutilization of labor
resources diminished somewhat”. 

In their projections, Fed officials lowered
expectations for GDP growth in 2015 after
accounting for a weak start of the year. It was
the second time since December that the cen-
tral bank has downgraded its GDP forecast for
2015. Fifteen out of seventeen Fed policymak-
ers still indicated the first rate hike should take
place this year, without change from their previ-
ous set of predictions. Moreover, officials main-
tained their projection that the benchmark rate
would rise to 0.625 percent in 2015, while drop-
ping their forecast to 1.625 percent next year,

lower than their March median estimate of
1.875 percent. While the median forecast for
this year was unchanged, seven of seventeen
members of the committee now project either
one rate increase or none in 2015, up from just
three in March.

Europe
Greek Situation weighs on Economic

Sentiments in Germany
German economic sentiment deteriorated

to the lowest level in seven months in June,
dampening optimism over the health of the
euro zone’s largest economy. In a report, the
ZEW Centre for Economic Research said that its
index of German economic sentiment tumbled
by 10.4 points to 31.5 this month from May’s
reading of 41.9. Analysts had expected the
index to drop by 4.8 points to 37.1 in June.
Meanwhile, the index of Euro zone economic
sentiment slipped to 53.7 in June from 61.2 in
May, disappointing forecasts for a decline to
60.3. 

Deadlock in Greek Negotiations Continue -
Emergency Meeting Set

Euro zone leaders will hold an emergency
summit on Monday after a the region’s finance
ministers failed to reach an agreement on a
reform-and-aid deal with Greece last week,
making it more likely that the country will
default on its loans. 

European political leaders and economists
are now preparing for financial turmoil and
potential capital controls in Greece on the back
of reports that showed that Greek savers have
withdrew 2 billion euros out of banks over the
past three days. The large deposit outflows seen
in Greece prompted the European Central Bank
to express doubts on whether Greek banks
would open today.  The emergency summit was
called after the euro zone’s finance ministers
failed to reach a deal on reforms with Greece
when the group met on Thursday. The reforms
would allow Greece to receive a last tranche of
bailout aid worth 7.2 billion euros but sticking
points remain over pension cuts. Without the
money, Greece has said that it could not make a
1.54 billion euro debt repayment to the
International Monetary Fund on June 30.

United Kingdom
Consumer Price Index Returns to 

Positive Territory
Consumer price inflation in the UK rose

broadly in line with expectations in May, one
month after falling into negative territory for
the first time since records began. The rate of
consumer price inflation rose to a 0.1 percent
last month, from -0.1 percent in April matching
expectations. 

Similarly, core CPI, which excludes food, ener-
gy, alcohol, and tobacco costs rose at a rate of 0.9
percent last month, up from 0.8 percent in April

but below forecasts for a reading of 1.0 percent.

Britain’s Labor Market 
Continues to Improve

Britain’s unemployment rate held steady at a
six-year low in April, underlining optimism over
the strength of the labor market. The rate of
unemployment was unchanged at 5.5 percent
in the three months to April, in line with expec-
tations. 

The report also showed that the claimant
count fell by 6,500 in May, compared to expecta-
tions for a decline of 12,300 people. April’s fig-
ures were revised to show a smaller drop of
7,800 people from a previously reported decline
of 12,600. Additionally, total wages grew by 2.7
percent, the most since August 2011. Pay
excluding bonuses increased at the same pace.
An improving labor market is underpinning con-
sumer spending at a time when exporters are
continuing to struggle.

Retail Sales In line with Expectations
Retail sales in the UK rose in line with expec-

tations in May, underlining optimism over the
country’s economic outlook and supporting the
case for higher interest rates. Sales increased by
0.2 percent last month, in line with forecasts.
Retail sales in April rose by 0.9 percent, revised
lower from a previously reported gain of 1.2 per-
cent year-on-year.  Retail sales increased at an
annualized rate of 4.6 percent in May, below
expectations for a 4.8 percent gain. Core retail
sales, which exclude automobile sales, increased
by a seasonally adjusted 0.2 percent last month,
compared to forecasts for a 0.1 percent rise, after
gaining 0.8 percent in March.

Bank of England Meeting Minutes
Minutes from the Bank of England’s most

recent policy meeting released Wednesday
showed that the Monetary Policy Committee
voted unanimously to keep rates on hold and its
quantitative-easing program unchanged. 

Minutes showed that all nine members were
in favor of leaving the key interest rate at a record
low of 0.5 percent and making no changes to the
central bank’s £375 billion asset-purchase pro-
gram. According to the minutes, two members
saw the decision as “finely balanced.”

Australia
Reserve Bank of Australia Minutes

The Reserve Bank of Australia expected mon-
etary policy to remain accommodative, especial-
ly as the Australian Dollar remains stronger than
desired, according to minutes of the June 2
board meeting released last week. The RBA held
rates at a record low 2 percent at the meeting.

Japan
Bank of Japan Keeps Policy Unchanged
The Bank of Japan held policy steady as

expected on Friday in an 8 to 1 vote that saw
Takahide Kiuchi again propose cutting the pace
of government bond buying by nearly half. 

The BoJ is now buying government bonds at
a pace of •80 trillion, with Kiuchi suggesting to be
dropped to •45 trillion. The board did conclude
that the economy continues to recover moder-
ately and that private consumption has been
resilient, while exports have improved. At the
same time, the BoJ said it would revise its com-
munication efforts by releasing forecasts and risk
views from each member and an opinion sum-
mary within one week of the meeting.

Kuwait
Kuwaiti Dinar at 0.30150

The USDKWD opened at 0.30150 yesterday
morning.

Dollar weakens as Fed delivers dovish statement

KUWAIT: The Gulf is not the place to set up
your own business. At least that is what
World Bank data on self-employment indi-
cate. In spite of its long tradition of trading
and entrepreneurship, self-employment in
the region constitutes an insignificant part
of total employment: less than 3 percent of
workers worked for themselves. Most GCC
countries present similar features, with the
rate of entrepreneurship ranging between 3
percent and 4 percent of the working popu-
lation in Kuwait, Oman, Bahrain and the
UAE. Two countries occupy the extremes: on
the one hand, Qatar, where only 0.5 percent
of the workers have set up their own busi-
ness, and, on the other hand, Saudi Arabia,
where the number goes up to 8 percent,
with the caveat that the number was esti-
mated, for the last time, 23 years ago. As a
whole, entrepreneurship activity is substan-
tially below the benchmark of the OECD - a
group of countries with an income level
similar to that of the GCC - where almost 16
percent of workers are self-employed. 

Low self-employment is a problem
because it hinders economic growth.
Entrepreneurship is one the main channels
through which the production of new
knowledge gets implemented into the
economy. It increases competition and effi-
ciency. Countries with a large pool of small
enterprises are more resilient to shifts in the
economic cycle or in structural factors such
as technology. Empirical analysis shows that
higher levels of creation and destruction of
companies raise total factor productivity
and GDP growth. An OECD study found that

a ten percent change in variables like the
number of small firms, self-employed work-
ers or birth rate of companies, increases
income between 5 percent and 9 percent
and reduces unemployment by 3 percent
after four years.

There are two main factors that explain
the low self-employment level in the GCC.
The first and most important refers to the
role of the public sector in the labor market.
GCC authorities are expected to provide
nationals with safe, well-paid jobs, creating

a crowding out effect. Private sector firms
often can’t match the conditions and
salaries offered by the public sector. Taking
the risk to create a business becomes unat-
tractive when the alternative is a stable job
with a high salary and no risk. The expand-

ing public sector is the reason why self-
employment in Oman fell from 11 percent
to 4 percent of total employment between
2000 and 2010, for instance. If the statistics
from Saudi Arabia were updated, we would
probably see a similar evolution, with a sig-
nificant decrease from the 8 percent of self-
employment recorded in 1992. 

The second factor holding entrepreneur-
ship back is the complexity of the process of
setting up a business. The “Doing Business
2015” - an annual survey prepared by the
World Bank comparing the ease of doing
business across countries - ranks GCC coun-
tries, on average, in the position 112 out of
189 countries in the category of “Starting a
business”. All GCC countries are ranked
below the 100th position, with Kuwait occu-
pying the bottom of the GCC list, in the
position 150. The only exception in the
region is the UAE, which is ranked in posi-
tion 58. Setting up a business takes 12 dif-
ferent administrative procedures and 31
days in Kuwait, compared to six procedures
and six days in the UAE. According to the
World Bank, other GCC countries are closer
to Kuwait than to the UAE. 

Higher self-employment should not be a
goal on itself, but an instrument to reach a
more important objective: long term sus-
tainable growth. The measures that govern-
ments in the Gulf should take to achieve the
goal are straightforward - but difficult to
implement for social reasons. GCC countries
need to cut red tape and, most importantly,
they need to stop offering jobs to all nation-
als in the public sector.
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No region for entrepreneurs
Level of self-employment in GCC among lowest in world


