
KUWAIT: With its December first
tightening in 9 years, the Fed so-
called “lift-off” is finally behind us. The
federal funds rate is up 25 bps to a
target of 25-50 bps. In the beginning
of 2016 markets can now move on to
the next set of questions. How much
and how fast for the Fed? What of the
impact on the US economy, the glob-
al economy, commodities, currencies
etc...

Analysts and markets are for the
most part expecting a 2016 slightly
above the 2014 and 2015 growth.
Indeed, the IMF is looking for world
GDP growth of 3.6 percent, despite
the worries emerging from China. For
the large economies, the US is
expected to grow 2.8 percent, the
Euro area 1.6 percent, Japan 1.0 per-
cent, China 6.3 percent and emerging
markets at 4.5 percent.

Under this scenario,  markets
expect the Fed to raise policy interest
rates 75-100 bps into December 2016,
while the Fed is “signaling” closer to
150 bps. On the other side of the
Atlantic, during its last meeting, the
ECB disappointed markets by “only”
cutting its deposit rates and extend-
ing its current QE program, from
September 2016 to March 2017. It
also failed to meet market expecta-
tions of an increase in its monthly
purchases of securities currently at
euros 60 billion. That ECB announce-
ment, in December, prompted a large
and swift correction in the euro rate
by almost five percent. 

Market participants in the begin-
ning of 2016 will be reassessing the
call that had the policy divergence,
between the ECB and the Fed, caused
the recent one-way dollar rally. This
reassessment will be affected by low-
er oil prices that will continue to
weigh on inflation. In light of the less
dramatic central bank “divergence”,
analysts have revised their views on
the dollar expecting the appreciation
to become less pronounced than in
2014 and 15.   

Another market disappointment
came from the December OPEC
meeting. Indeed, oil  prices in
December continue to slide as OPEC
kept its guidance quota unchanged
at 30 million barrel per day, with Iran
still poised to hike production ahead.
Dashed hopes of a production cut
send oil prices tumbling toward 9-

year lows. Equities in the advanced
economies have seen pressure from
oil equities but also from deflation
fears and concerns that lower oil
prices may be signaling weaker
growth again especially with China
million Dollar question of soft or hard
landing. 

The new lows in commodities
point not only to a weak industrial
demand, imbalances between supply
and demand, but also the continued
strength of the USD. 

Strong US economy in 2016 
US employment gained 211K in

November, with unemployment
steady at 5.0 percent and wages
advancing close to 2.0 percent on a
yearly basis. Retail sales, car sales, and
home sales are also good enough to
support the Fed’s view of US growth
topping 2.0 percent in 2016, and that
the time has finally come to raise
short-term rates above the zero
bound set back in 2009. 

The negative effect of the less
accommodative monetary policy on
bond yields should be limited in the
beginning of 2016. In contrast to the

Fed, the ECB and BOJ are set to con-
tinue expanding their balance sheets
significantly over the coming year.
While global economic growth for
2016 is expected to improve only
slightly, the US, signs of higher wage
pressures are appearing. The year or
year change of average hourly earn-
ings broke out of a six-year range, ris-
ing to its highest level since July

2009. If the breakout is sustained, the
probability of higher inflation would
potentially increase.

The US housing market in 2016
faces several headwinds. The latest
figures in the sector suggest moder-
ate growth ahead. Sales of existing
homes fell 3.4 percent in October
after a September surge, as rising
home prices and tighter inventory
challenged potential buyers. 

Europe continues to heal 
The accommodative monetary

policy implemented by the European
central bank should continue into

2016. This policy divergence is
expected to keep the Euro currency
under pressure, and in turns help the
economy to close its output gap. The
ECB’s economic models suggest that
a 5 percent decline in the Euro’s
trade-weighted exchange rate might
lift GDP by 0.3 percent and inflation
by as much as 0.5 percent. As a result,
there is a strong correlation between

a weaker Euro and a pick-up in the
European economic growth. 

Eurozone economic data 
As their policy has proven to be

successful, the ECB is likely to contin-
ue to play the same game and not
tolerate any euro movement to the
upside, whether by intervening ver-
bally or through their policy deci-
sions.  Political risks however contin-
ue to loom in Europe and could play a
major role in 2016. Although the situ-
ation in Greece has improved, there is
an increase in political risks else-
where. European countries are seeing

a political reshuffling that could
potentially create more volatility in
markets. 

A potential concern for investors
in 2016 is the upcoming UK EU refer-
endum. The polls are close, and this
could keep volatility elevated. The
Bank of England is expected to hike
its interest rates in the first half of
2016, with the economy near full
employment, rising real wages and
growth running above trend. The
problem remains that in the last quar-
ter of 2015, UK economic data disap-
pointed on multiple fronts. Bank of
England policymakers also expressed
their concerns over falling commodi-
ty prices, stating that low oil prices
and subdued wage growth are keep-
ing a lid on inflation. 

In the beginning of 2016, external
and political drivers will be the major
catalysts for the Sterling Pound. With
inflation prospects looking subdued
and with Europe continually stealing
growth from its major partners, the
benefits from UK positive employ-
ment and cheaper commodity prices
have run out leaving the BoE worried
about deflation and postponing any
interest rates hike further into 2016,
possibly beginning of 2017. 

BoJ change of plans 
The Bank of Japan’s quantitative

easing program is still expanding by
at least 10 percent of GDP per year.
With underlying inflationary pres-
sures still muted, the pressure on the
central bank to remain accommoda-
tive is significant. More policy innova-
tion could be implemented in 2016.
Japan continues to have the best
earnings revisions of any major
region. In addition, Japans’ exposure
to China remains relatively high.
Export exposure is three times higher
than in Europe. Should the economic
slowdown in China worsen, the coun-
try would continue to be negatively
affected. 

In December, the Bank of Japan
surprised markets by keeping policy
unchanged at its current level of •80
trillion expansion. The BoJ has started
to realize the little extra benefit of
increasing purchases from the current
level at least in terms of political risks
associated. Moreover, a weaker yen
from these levels is not likely to sig-
nificantly improve exports volumes at

the expenses of being called a curren-
cy manipulator. 

Emerging markets 
Emerging markets remain under

pressure in the beginning of 2016
from the same global macro head-
winds already in place in 2015. The
negative effects of weak oil prices
and commodities,  of a sharp
strengthening in the US dollar, of a
tighter Fed monetary policy and of a
weakening in Chinese growth
momentum will unfortunately contin-
ue to drag economic growth
prospects in these regions. Moreover,
the dollar strength will put into light
the large exposure of Emerging mar-
kets with debt denominated in dollar. 

The third quarter growth of 2015
was reported at 6.9 percent down
from 7.0 percent the previous quarter,
but many suspect the actual growth
rate to be under that pace. In parallel,
the Chinese Renminbi was added to
the IMF’s SDR basket of currencies
with a weight of 10.9 percent, effec-
tive October 2016, adding
respectability and credibility to the
Chinese currency

In December, the PBoC published
a new trade weighted exchange rate
index for the Renminbi. The state-
ment released said that the intention
of this was to ‘shift how the public
and the market observe the RMB
exchange rate movements. The state-
ment goes on to say that it would be
more appropriate to measure the per-
formance of the RMB against both
the US dollar and also the basket of
trade weighted currencies. 

The PBoC expects the new basket
of currencies to be a more explicit ref-
erence in setting the value of the RMB
in the future. Most importantly, they
see this as a signal that China does
not intend to engage in competitive
devaluation. 

Given the strength of the US dol-
lar, markets have started to assume
that the PBoC is trying to use the bas-
ket as a justification to further weak-
en the Renminbi and prop up the
Chinese economy

Kuwait
Kuwaiti dinar at 0.30350
The USDKD opened at 0.30350 yester-
day morning.
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What’s in store for the beginning of 2016
NBK MONEY MARKETS REPORT

MOGADISHU: Somalia’s elegant colonial vil-
las were left in ruins by two decades of street
fighting among warlords, and the seaside
capital Mogadishu was dubbed the most
dangerous city in the world.

But now new housing estates are being
built amid an economic boom as diaspora
Somalis return and newly wealthy business-
men capitalize on the relative peace in the
city. Some seven kilometres (four miles) out-
side Mogadishu in a formerly largely rural
area, new homes are springing up, with
almost 50 houses now ready on an estate,
builders say.

Mohamed Abdullahi Ali, from Salaam
Somali Bank, said it was a “great honour” to
back the estimated $20 million (18 million
euro) project. Construction began in early
2015 and the project was touted as offering
commercial returns and helping rebuild the
nation. “It is a new neighborhood for all
Somalis to buy affordable homes, by leaving
the densely populated neighborhoods of
Mogadishu, and to come and stay with fami-
lies here,” Ali said. “According to our plan, we
are going to build 500 homes that can cover
the residential needs for 500 families in the
first stage, and then will construct more hous-
es.”

Different vision of Mogadishu 
Tens of thousands forced to flee their

homes still live in plastic and rag shelters in
the capital, sometimes in the ruins of war-
shattered buildings, and more than a million
people are still in need of emergency aid in a
country ravaged by famine in 2011, the
United Nations says. Car bombs and assassi-
nations are still common, and a 22,000-strong
African Union force fights alongside the army
to protect the internationally-backed govern-
ment from attacks by the Islamist Shebab
insurgents.

The streets in the new estate offer a very
different vision of Mogadishu.

Those returning to Somalia-including
investors wanting to start new business in the
their homeland-say the Daru Salaam estate
offers them a more secure place to live. “I
came back to this city to buy a new home in
Daru Salaam neighborhood...  the houses are
well built,” said Abdiqadar Jimale Roble, 34,
who grew up in Sweden from the age of 12
after Somalia spiralled into civil war in the
early 1990s. “I have been out of Somalia for
long time but I came back because every-
body needs his country-and the country is
making much progress,” Roble added. 

“I had to take part in that progress, and
everybody should have a house in his coun-
try.” For those returning with dollars earned
abroad, the estate reflects the possible profits
to be made even in a still dangerous country. 

‘Humanitarian needs remain vast’ 
Sadia Sheikh Ahmed, who also grew up in

Sweden after fleeing Somalia, said she had
helped her relatives abroad snap up property.
“Initially we wanted to buy two houses, but
now we and our relatives have bought eight
homes, scheduled to be completed soon,” she
said.

A two-storey house can cost some
$130,000, while a more simple bungalow
comes in at around $70,000. Those are hefty
sums in one of the poorest countries in the
world, with a gross domestic product per
capita of just $284, according to the World

Bank, against a sub-Saharan Africa average of
$1,300. Development indicators are “among
the lowest in the world”, the World Bank says,
noting the Horn of Africa nation is “heavily
dependent” on aid and remittances.

Over 308,000 children are acutely mal-
nourished, according to the UN Office for the
Coordination of Humanitarian Affairs (OCHA).

“After more than two decades of violence
and political instability, Somalia is on a posi-
tive trajectory,” OCHA said, while warning the
“promising trend” takes place amid a “precari-
ous” humanitarian and security situation.

“Humanitarian needs remain vast and
Somalia’s humanitarian crisis remains among
the largest and most complex in the world,”
OCHA added.

But the estate is symbolic of the possible
changes in Mogadishu. “The security here is
very good and there have been no problems,”
said Fuad Ahmed Warsame, marketing direc-
tor of Daru Salaam Real Estate, which is build-
ing the new neighborhood-meaning “house
of peace.”

The company is headquartered in central
Mogadishu’s famous Bakara Market, the city’s
commercial heart, once infamous as the 1993
battle when fighters shot down two
American Black Hawk helicopters. The bullet
scars there have long been covered up with
business booming.

“Our plan is to build a new neighborhood
with a good environment, new designs,”
added Warsame. — AFP

US repeals meat
labeling law after

trade rulings
against it 

WASHINGTON: It’s now harder to find out where your beef
was born, raised and slaughtered. After more than a decade
of wrangling, Congress repealed a labeling law last month
that required retailers to include the animal’s country of origin
on packages of red meat. It’s a major victory for the meat
industry, which had fought the law in Congress and the
courts since the early 2000s.

Lawmakers said they had no choice but to get rid of the
labels after the World Trade Organization repeatedly ruled
against them. The WTO recently authorized Canada and
Mexico, which had challenged the law, to begin more than $1
billion in economic retaliation against the United States.

“US exporters can now breathe a sigh of relief,” said
Republican Sen Pat Roberts of Kansas, chairman of the Senate
Agriculture, Nutrition and Forestry Committee. The longtime
opponent of the labels helped add the repeal to a massive
year-end spending bill. After the law was passed, Agriculture
Secretary Tom Vilsack said the government immediately
would stop requiring the labels.

Consumer groups say the repeal is a disappointment just
as consumers are asking for more information on their food
packages. Advocates say the labels help people make more
informed buying decisions and encourage purchases of
American meat.

Before repeal, the labels told shoppers that a particular cut
of meat was “born in Canada, raised and slaughtered in the
United States” or “born, raised and slaughtered in the United
States.” Congress first required the labels in 2002 amid fears of
mad cow disease from imported cattle. The labels weren’t on
most packages until 2009, though, due to delays pushed by
the meat industry.

Repeal became inevitable once the United States lost all
its WTO appeals and the retaliation became a possibility. But
the consumer groups criticized Congress for repealing the law
for ground meat and pork in addition to the fresh cuts of
meat that were the subject of WTO concerns.

Holiday gift?
The bill was “a holiday gift to the meatpacking industry

from Congress,” complained the advocacy group Food and
Water Watch. Meatpackers who buy Mexican cattle were
some of the law’s most aggressive opponents. The repeal also
was a big defeat for lawmakers from northern border states
where US ranchers directly compete with Canadian ranchers.
Those lawmakers insisted on including the labeling in the
2002 and 2008 farm bills and this year fought to replace it
with a voluntary program once the WTO rulings came down.
But after years of success, this time they were not able to find
enough support.

Roger Johnson of the National Farmers Union, which has
heavy membership in those states, said the group was “furi-
ous” about the repeal. “Packers will be able to once again
deliberately deceive consumers,” Johnson said. Still, there was
some good news for food labeling advocates in the spending
bill. Despite an aggressive push by the food industry, lawmak-
ers decided not to add language that would have blocked
mandatory labeling of genetically modified ingredients. Also,
a provision by Sen. Lisa Murkowski, R-Alaska, would require
labeling of genetically modified salmon recently approved by
the Food and Drug Administration.

The issue is expected to come up again in 2016, with
Vermont set to require labeling on genetically modified food
this summer. The day the spending bill passed, Vilsack said he
would try to help Congress come up with a middle ground on
labeling of engineered foods “in a way that doesn’t create sig-
nificant market disruption, while at the same time recogniz-
ing consumers’ need to know and right to know basic infor-
mation.”  — AP

MOGADISHU: A man walks through Daru Salaam city, a new housing estate built amid an economic boom, north Mogadishu on
December 11, 2015. — AFP

MOGADISHU: People ride a bicycle through Daru Salaam city, a new housing estate
in north Mogadishu. New housing estates are being built in Mogadishu amid an eco-
nomic boom as diaspora Somalis return and newly wealthy businessmen capitalize
on the relative peace in the city. — AFP

Economic boom as Somalia 
emerges from ashes of war

Housing estates being built as diaspora Somalis return


