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KUWAIT: One week after the historical “Brexit”
vote, the resignation of the UK prime minister,
the political coup in the opposition camp, the
Sterling Pound seems to be in freefall against all
the major currencies. However, in contract to
currencies, after a rocky start of the week, glob-
al equity markets are set for their best week
since April as investors found confidence in
centrals banks to do whatever necessary to pro-
vide stability.

Indeed, Bank of England governor Mark
Carney signaled that the Bank of England could
cut interest rates within months to shield the
British economy, and markets are now expect-
ing additional stimulus from the ECB to provide
the necessary support. 

Looking at the interest rate futures in the
US, the probability of the Fed raising rates as
planned this year have dropped to less than
10%, which insinuates that the US has to turn
into a recession in order for the market to
turn even more pessimistic on the USD even
if Fed members lower further their dot plot
projections. 

All this would mean that monetary policy
will proceed very cautiously with respect to
the pace of policy normalization and low
interest rates globally are set to stay for a
very long time. 

Away from the UK; after an impressive rally
in commodity prices since February and many
disappointments coming from the US, whether
on the employment, the manufacturing indus-
try or ultimately a never ending dovish Fed,
investors have still not given up on the US dol-
lar and expect the currency to remain well sup-
ported into the next half of the year. 

Having experienced the ramification of a
strong Dollar in the beginning of 2016, the
Fed’s caution will probably prevent the dollar
from rising much further this year even though
forces that drove the USD down in the first half
of the year are unlikely to continue going into
the remaining of 2016. 

In summary, despite the positive tone in
equity markets, the lack of leadership has
inflicted great damage to the UK stature. The
country seems to have fallen into a political tur-
moil that is likely to last at least for the next
couple of months. So, unless the rest of the
world starts to show signs of stability and we
start to see growth again, investors are likely to
remain in a no man’s land and the US Dollar will
be supported in either cases

On the currencies front, markets begin the
new month and new quarter just as they end-
ed the last, with risk appetite grinding back
after the shock of Brexit, and the USD enjoying
the benefit of safe-haven flows from the GBP
and EUR.

After opening the week below the 1.1100
level, the Euro reached a low of 1.0971.
Volatility remains elevated and the currency
ended the week at 1.1136.

The Sterling Pound remains volatile in no
man’s land. After several attempts to move
above the 1.35 level, Mark Carney Speech on
Thursday gave new arguments to investors to

dump the Pound now that the Central bank
stands ready to act in the summer. Indeed, mar-
kets moved to re-price the odds of a cut this
summer. Based on futures markets, the implied
probability of a cut in July is 62%, the highest
it’s been and up from 11% pre-referendum
while the probability of a cut by August is 76%
and up from 15%. The currency closed the
week at 1.3267.

In Japan, while this week’s global events
were supportive for the Yen, the picture is more
complicated for the upcoming weeks. The
Tankan showed stronger than expected manu-
facturing data, however the survey was con-
ducted prior to the Brexit vote. In addition, as
global central banks remain in an easing mode,
there could be potential further easing from
the BoJ in July. The Yen ended the week at the
102.52 level.

On the commodity front, Gold and Silver
were the main beneficiaries from the Brexit

vote and the risk-off moves. Now that all major
central bank are likely to embark on a new eas-
ing spree, the safe haven status of gold could
be in place for a while. 

RESILIENT US CONSUMERS 
DESPITE VOLATILE HOME SALES

The US personal income rose by 0.2% after
advancing 0.5% in April. Wages and salaries
gained 0.2%.Savings on the other hand
dropped to $730.6 billion last month from
$753.7 billion in April. 

Consumer spending also rose in May on
increased demand for automobiles and other
goods. The data showed an increase by 0.4%
last month and was revised up to 1.1% in April
instead of the previously reported 1%. 

When adjusted for inflation, spending only
rose 0.3% after gaining 0.8% in April. Year on
year, consumer spending rose at a 1.5% during
the first quarter. 

In parallel, personal consumption expendi-
tures, excluding food and energy rose 0.2%,
which shows a relatively subdued inflation.
Year on year, the core PCE increased 1.6% still
below the 2% Fed target.

Elsewhere, pending home sales in May were
down a sharp -3.7% on a monthly basis against
expectations of - 1.1%, marking the first annual
drop in two years. 

Last but not least, initial jobless claims were
up 10k last week to 268k. Meanwhile the
Chicago PMI came at 56.8 for June against
expectations for 51.0, which is a 7.5points rise

from that low May release and actually the
highest reading since January last year. 

Europe & UK
EUROPE UNDER PRESSURE

Over the past couple of months, the ECB
was unable to lower the Euro despite all the
additional monetary easing and the expansion
of its QE program. As the Fed stood on hold,
investors were not given the green light to buy
the US Dollar as in 2014 and 2015.   

During the last meeting held in the begin-
ning of June, the focus of the ECB was mainly
on the implementation of the package of
measures that have been agreed in recent
meetings, i.e. the inclusion of corporate bonds
in the ECB portfolio.  

Despite all the monetary injections, the
ECB’s revised forecasts for growth and inflation
remained largely unchanged while core infla-
tion forecasts were lowered again. Draghi also

tried to push down the currency by suggesting
that monetary policy divergence with the US
could have a negative impact on the Euro.
However, it seems that markets weren’t
impressed as the ECB has lost some of its ability
to have meaningful impact on markets.

The “Brexit” vote dragged the Euro alongside
the Sterling Pound in the beginning of last
week. Since the referendum, the Euro has been
underperforming in solidarity to the Pound.
While we do not believe the Euro will be sold
aggressively for now, we feel this move will be
more of a slow burn than a rapid fall. Now that
the global uncertainty is a direct result of
European and British politics, as well as most of
negative US news have already been discount-
ed in the market, the European current account
and investment portfolio flows continue to
deteriorate over the last few months driven by
a continuation of fixed income outflows.  

ECB CONSIDERING 
LOOSENING RULES 

According to news reports, the ECB have
started to become concerned that the eligible
pool of securities for its quantitative easing pro-
gram has shrunk so much posts Brexit that
some of the governing council members are
starting to favor switching the allocation of pur-
chases towards one in line with a country’s out-
standing debt pile. 

Naturally, this has to be vetted by the
German Bundesbank which could potentially
derail the project at least for some time, howev-

er, if true, the news would be very supportive
for risky assets of the peripheral countries.
Consequently, Italy would be the main bene-
fiter with the potential for a lot more buying of
Italian government bonds. 

Italy gets the Go ahead to Supply Euro 150
Billion to its Struggling Banks 

Italy was given the go-ahead by the
European Commission to supply as much as
150 billion euros in government liquidity guar-
antees for its struggling banks until the end of
the year, according to an EU official.

Liquidity support for solvent banks is a “pre-
cautionary measure” requested by Italy. The
guarantees of senior debt allow lenders to
maintain access to financing at a better than
market prices. 

EU ECONOMIC CONFIDENCE TAKES A HIT 
The headline economic confidence indicator

held in relatively well at 104.4 for June against
expectations of 104.7, down from 104.6in May.
It is important to note that the survey period
was done prior to the Brexit outcome so next
month’s reading is the key one.

Elsewhere, German CPI for June rose a little
less than expected at 0.1% on a monthly basis
against expectations of 0.2% although that has
lifted the yearly rate to+0.3%. 

BANK OF ENGLAND TO THE RESCUE
The Bank of England governor Mark Carney

gave a speech on Thursday in order to calm
market nervousness. He repeated comments
made in the build up to the vote about the
impact of uncertainty as negative for growth,
but double edged for inflation. He talked about
uncertainty now remaining “elevated for some
time, with a more persistent drag on activity”
than they had previously expected. 

On the monetary policy front, he repeated
the MPC will make an initial assessment in their
July meeting on the 14 of July and a full assess-
ment with a new set of forecasts in August and
said that in August they will also discuss “fur-
ther the range of instruments at their disposal”.  

During the Q&A, he said that the judgement
that they will have to make between the July
and August meeting is over what type of mon-
etary policy response will be needed for the
economy.  He went on to say that the impact of
stimulus takes time, but there is a value to mak-
ing those judgements as quickly as possible. 

The Swiss Franc Remain the Safe Haven of
Choice in this turmoil.

Similarly to the ECB and the BoJ, the Swiss
National Bank adopted negative policy rates
amid persistent disinflationary pressures in an
attempt to lower its currency and failed.  

With tremendous pressure in global mar-
kets especially after the “Brexit” vote, the Swiss
franc remains the safe haven influenced by all
global pressures and uncertainties. Swiss total
sight deposits have surged to their highest
level on June 10. 

With economic data recovering in Q2 and
jumping to their highest level in four years, the
SNB held its deposit rate at minus 0.75% during

their latest meeting. It also reiterated its threat
to wage currency-market interventions if need-
ed, saying the franc remained significantly
overvalued.

According to the governor, “Fundamentally,
we have room to maneuver on these two
instruments, i.e. currency and interest rates.  In
a first phase, should the situation arise, it will be
about stepping in to markets in a stabilizing
manner to prevent exaggerations”. 

Asia 
CHINA STRUGGLING 
TO GAIN MOMENTUM

China’s official manufacturing purchasing
managers’ index dropped in June, ending three
straight months of expansion. The index fell to
50.0 from 50.1 a month ago suggesting that the
Chinese economy is still struggling to gain
momentum. June PMI was in line with expecta-
tions. The sub index measuring new orders
dropped to 50.5 from 50.7 in May, but the pro-
duction sub index improved to 52.5 from 52.3. 

The nonmanufacturing purchasing man-
agers’ index rose to 53.7 in June from 53.1 in
May. The sub index for services climbed to 52.2
from 52.0 in May and the sub index for con-
struction increased to 62.0 from 59.4. New
orders sub index for the entire sector also rose
to 50.8 from 49.2.

BANK OF JAPAN REACTION 
COULD BE DELAYED

After losing markets credibility in setting
negative rates and facing sharp yen apprecia-
tion, the Bank of Japan now has to wait before
considering introducing any new stimulus. 

With the Fed relatively dovish along with
other global risks looming such as the Chinese
economy, the USD/JPY is likely to remain sup-
ported on the back of the weak global risk
appetite and a continued risk aversion. 

BoJ’s dilemma for the moment remains to
drive up Japanese inflation expectations ahead
of any boost to the growth outlook. Delaying
the VAT implementation is likely not going to
be enough for the economy losing steam, while
intervention could be tricky at the moment. 

Now that a “Brexit” scenario has material-
ized, reports are showing that lawmakers
could push for a 20T Yen stimulus package in
the coming weeks. Moreover, the fact that  the
BoJ meeting is scheduled only for the 29th of
July, the chances of an extraordinary meeting
earlier remains a big possibility especially with
the Yen hovering around the 100 level against
the US Dollar.  

This is why, we believe USD/JPY upside is
likely to be delayed until the Fed gives more
clarity for the market over its interest rates
intention. For now, neither a hawkish Fed nor
imminent BoJ action seem very likely. This is
why we remain neutral on the Yen

Kuwait
Kuwaiti Dinar at 0.30165
The USD-KWD opened at 0.30165 yesterday
morning.

Sterling Pound continuous free-fall due to ‘Brexit’ vote

ATHENS: Call it the law of unintended con-
sequences-a measure to save Greece from
the abyss of a default and crashing out of
the eurozone now holds its economy in a
stranglehold preventing its recovery.

Cast back a year: the standoff between
the Greek government of Prime Minister
Alexis Tsipras and the EU and IMF over the
terms of a new rescue plan for the country
was reaching breaking point.

The talks on a third bailout had been
going nowhere since Tsipras took power in
January after sweeping elections on an
anti-austerity platform and the EU and IMF
warned the country’s place in the euro-
zone was at risk if it didn’t accept more
spending cuts and tax hikes.

Meanwhile Greeks had been taking out
more and more of their savings out of
banks, with 20 percent gone when during
the night of June 26 to 27 Tsipras shocked
the world by announcing he would put the
bailout conditions to a referendum vote. In
order to prevent a run on banks, Greece
imposed capital controls, limiting cash
withdrawals to 420 euros ($465) per week.

The restriction is still in place, and
it’s having a long-term impact on the
economy. Consumption was down 1.3
percent in the first quarter of this year
compared with the same period in 2015,
even though prices have been falling in
Greece. Overall, the Greek economy, which
had begun growing again at the end of
2014, shrank by 1.4 percent in the first
quarter of 2016.

‘WHO HAS 420 EUROS?’ 
For many Greeks the 420-euro weekly

limit was not too much of a brake on
spending as they had already been pro-
gressively tightening their belts since
Greece’s first 110-billion-euro international
bailout in 2010.

“Families have cut their expenses so
much these past years of the crisis that it
didn’t really create a problem ... as who
now has more than 420 euros per week to
spend?” said Dimitris Sotiropoulos, a drafts-
man and father of three children.

However the impact has been greater
on businesses, as trade figures show:
imports plunged by 12.8 percent and
exports by 11.7 percent.

The controls, which hampered the abili-
ty to import goods and conduct business
abroad, added to the “tax pressure and col-
lapse of the social security system” of recent
years, said Thanassis Kalabalikis, president
of the Athens Manufacturers Federation.

“Small entrepreneurs, who before the
crisis were the backbone of the Greek econ-
omy, had already taken a blow from seven
years of recession, and capital controls just

added to the sluggishness,” he told AFP.
Some 26,000 Greek businesses of all

sizes have shut their doors since capital
controls were introduced.

For Panayiotis Petrakis, an economics
professor at the University of Athens, “limi-
tations on the free flow of capital and the
lack of liquidity are preventing the recov-
ery of the economy and don’t encourage
confidence among investors.” 

Greece finally clinched the 86-billion-
euro bailout at the end of July, helping
bring back a certain amount of economic
stability, including by a recapitalisation of
its battered banks at the end of the year. 

LOW PRICES, BLACK MARKET 
The Greek government has relaxed the

capital controls in recent months, in partic-
ular allowing higher withdrawals on funds
returned from abroad.

A commission is also in place to exam-
ine requests from businesses and individu-
als for transactions above transfer limits.

However experts worry that capital
controls could remain in place to the end
of the year, or even to mid-2017, given the
experience of fellow eurozone member
Cyprus which took two years to lift capital
controls it imposed during the height of
its crisis in 2013.

Louka Katseli, a former economy minis-
ter who now the board chairwoman at the
private lender National Bank of Greece, is
among those who believes the capital con-
trols will be lifted later rather than sooner.

For that, she believes that three condi-
tions need to be met: there are effective
incentives for funds to return to the coun-
try, the problem of dodgy loans on bank
balance sheets has been resolved, and
most importantly Greece that receives a
positive evaluation from its international
creditors in a review later this year.

The only advantage of the capital con-
trols has been to encourage Greeks to use
other means of payments when they can:
bank transfers and card payments inside
the country were not restricted.

That would help reduce problematic tax
evasion, if more Greek businesses install
card terminals. “People have adapted but
not businesses as the installation of card
terminals has been a headache, because in
addition to many bank commissions many
indebted companies are in such a terrible
state they don’t have the right to install
them,” said Kalabalikis.

The result has been, according to
Sotiropoulos, that “prices have fallen even
more and fostered the black market” as busi-
nesses are inclined “to offer considerable dis-
counts to get sales by not issuing a receipt
and dodging the tax payments.”  — AFP

Emergency measure 
that feeds Greek crisis

NBK’S WEEKLY MONEY MARKET REPORT

LONDON: A week after Britons voted them-
selves out of the European Union,  many
London-based bankers and their employers
face two options if they are to secure their
futures: Lobby or leave.

Some investment banks, anxious not to stir
speculation of an exodus from the historic City
of London and its modern counterpart at
Canary Wharf, have given out “business as usu-
al” messages since last week’s shock referendum
result.

But beyond the soothing words the wider
industry is hastily organising a lobbying effort
in the hope London can keep selling financial
services across Europe, a right to which it has
become accustomed but may lapse when
Britain finally exits the 28-nation bloc.

The alternative for banks and bankers, grow-
ing increasingly insecure in an information vac-
uum that has developed since the June 23 vote,
is to get out. Headhunters report a level of anx-
ious calls they haven’t seen since the 2008 glob-
al crisis, with bankers asking about prospects in
rival financial centres that remain in the EU, or
those in Asia and the United States.

Banks and other financial firms have rallied
together, forming a group to devise a strategy
for protecting the turf of an industry that is
Britain’s biggest exporter and accounts for more
than 10 percent of its tax revenues.

Even Britain’s biggest lenders are relying on
the group - led by Shriti Vadera, chairwoman of
the UK arm of Spain’s Banco Santander who is
also a former business minister - for guidance in
such uncertain times.

“We are looking to them to have an intelli-
gent response,” Barclays chairman John
McFarlane told an industry event on Thursday.
“We neither know the shape or direction of
things to come. It’s far from certain what we
might be able to secure from discussions with
the EU.”

With the British government in disarray,
European politicians are threatening to clip the
wings of the London financial centre that is
home to more than 250 foreign banks and more
than three-quarters of the EU’s capital markets
activity.

French President Francois Hollande has
backed calls for London, the world’s biggest
currency trading centre, to lose its right to clear
deals denominated in euros. Likewise, the right
of banks based in Britain to operate across the
EU under the bloc’s financial “passporting”
arrangement could also go if it loses access to
the single European market.

DISTANT SEPTEMBER
Britain has yet even to say when it will for-

mally inform the EU of its intention to leave, a
move that will start two years of divorce negoti-

ations. Prime Minister David Cameron has said
he will resign, but left the formal exit notifica-
tion to his successor who is unlikely to be
installed until September.

Leading “Leave” campaigners have also yet to
say precisely what they want, beyond stating
their desire to control the right of EU citizens to
work in Britain - something Brussels says is
impossible if the country wants to stay in the
single market.So while the financial sector is
poised to lobby, it has little idea of whom it
must present its case to on the British side.

“We are ready to talk, but we don’t know
who we should be talking to,” said a senior
banking industry source involved in the discus-
sions. “No-one has defined ‘leave’, so we don’t
know what it is that we’re dealing with . . .
September feels a very long way off.”

Bankers said their message to European offi-
cials is that keeping Britain in the single market
would be better for economic growth and jobs
across the bloc. Fights over where banks do
their business and forcing them into major
overhauls of their operations would damage
the broader financial system, they argue.

Some dislike being told what to do, such as
HSBC Chairman Douglas Flint, whose bank
decided only earlier this year against moving its
headquarters from London. “Politicians can’t
dictate where things are done,” he told
Thursday’s TheCityUK annual conference.

Sometimes the relationships needed for lob-
bying are only now being established. The ben-
efits of passporting have meant that U.S. invest-
ment banks in particular have rarely discussed
broad market access issues with European offi-
cials, meaning they are starting their charm
offensive from scratch.

WHERE TO GO NEXT
Rumours are swirling that banks and other

financial firms, which together employ more
than 2 million people across Britain, will move
staff to the likes of Frankfurt, Paris or Dublin.

Investment banks Goldman Sachs and
Morgan Stanley have moved quickly to quell
speculation they are about to do so.

But some bankers, especially those involved
in mergers and acquisitions, fear a repeat of the
heavy job cuts, tumbling salaries and sky-high
stress levels during the 2008-09 crisis.

“People in UK M&A know they aren’t getting
paid bonuses this year ... But that’s just one of
their troubles,” said THS Partners Portfolio
Manager Xavier Van Hove. “They know banks
are going to have to fire people so they are very
conscious of that.  And the Europeans among
them are wondering where they go next.”

Stephane Rambosson, managing partner for
the UK and head of financial services at head-
hunter DHR International, said he had taken

more than a dozen calls from senior London-
based investment, M&A and equity capital mar-
kets bankers in the past week.

The questions they asked were all the same:
how safe is my job? Where will I need to move
my family? “The last time it happened was dur-
ing the crisis, when people were equally con-
cerned about job prospects and the direction of
their careers,” Rambosson said. “People know
this is something they have to plan for but
there’s little for them to go on right now.” 

ESCAPE ROUTES
Some in the industry are contemplating leav-

ing Europe altogether.
“We are getting more resumes every day

from London,” said Matthew Hoyle, who runs a
financial services headhunting firm in Hong
Kong. “I don’t think many people in London are
very keen to move to Paris, Frankfurt ... English
is a problem there and it’s really very different
from London.”

Uday Singh, a New York-based partner with
consulting firm A.T. Kearney, said he believes
London-based financial executives will give seri-
ous thought to moving to the United States.

“The US actually has a pretty permissive
immigration regime where qualified company
executives are concerned. It’s a matter of a cou-
ple of months of visa processing and the job
can certainly be done from here,” he said.

Leaders of British banking remain hopeful
that the next government will negotiate contin-
ued access to the single market.  For that reason,
they say they are not yet ready to spend billions
beefing up or launching subsidiaries in the EU.

“We are all working on multiple scenarios.
For many firms, it would be premature to acti-
vate all that pre-referendum planning,” said
Clare Woodman, global chief operating officer
for institutional securities at Morgan Stanley.

But others worry whether the industry - still
tainted by the bank failures of 2008-09, ‘fat cat’
bonuses and a magnet for public scorn - can
secure the backing it needs.

“We won’t gain much from trying to remind
the electorate how important we are to them,
we need to get other advocates for our indus-
try,” David Sproul, Chief Executive of Deloitte
told the TheCityUK conference.

Meanwhile,  London’s r ivals are moving
aggressively to capitalise on its limbo by woo-
ing bankers. “Finance ministries are getting in
touch. I won’t say who we’re talking to but, well,
French-speaking, German-speaking, Spanish-
speaking, Dutch-speaking, English-speaking
countries are all interested,” the senior banking
source said.

“It’s very much on the lines of ‘we are sorry
you got divorced, would you like to go on a
date?” — Reuters

London bankers face Brexit
choice: Lobby or leave


