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There is a limit how far mon-
etary policies can be used
to create economic growth

or slow it down when there is a
clear threat of demand push
inflation. Central banks in the
developed economies have been
in my opinion testing the impact
of negative interest rates on eco-
nomic activities as they were
faced of a collapse in economic growth.  Negative
interest rates in the short and long end of the yield
curve have not added any incremental value to eco-
nomic growth. It will take much longer to assess the
impact of negative rates on the economy and the
business cycle.

I believe that the introduction of negative interest
rates to the markets by some central banks was a
shot in the dark or an act of desperation. May be as I
said earlier it was a new experiment and they wanted
to test it. It could have been just another new macro-
economic policy put to the test. A lot of financial
market participants and economists rely on increase
in their analysis to find out why we suddenly have
negative interest rates and their implication on the
global economic growth outlook. 

I can understand this if economists and students
want to know more about living with negative inter-
est rates. However, what I find difficult to understand
is why central banks venture into the unknown when
they can force their governments to use other polici-
esthat are at their disposal to generate economic
growth and create jobs. I think negative interest
rates have caused total confusion in the market
place. All participants being banks, financial institu-
tions, businessmen, investors and ordinary individu-
als even some governments find it difficult to make
sense of it and try to avoid the unintended results of
negative rates. 

Now, it is quite clear that negative interest rates
did not lead to increase in the aggregate demand
side of economic activity. As John Maynard Keynes,
the great English economist argued that aggregate
demand determined the overall level of economic
activity and that inadequate aggregate demand
could lead to prolonged periods of high unemploy-
ment.  According to Keynesian economics, state
intervention was necessary to moderate any
extremes in the cycles of economic activity, such as
boom and bust. John Keynes advocated the use of
fiscal and monetary policies to mitigate the adverse
effects of economic recessions and depressions.

So, it seems to me that some governments in the
developed economies did not want to carry out their
responsibility of doing some economic intervention
at least on some small scale or when they could
afford to do so. Economic intervention can be aimed
at a variety of political or economic objectives, such
as promoting economic growth, increasing employ-
ment, raising wages, raising or reducing prices, pro-
moting income equality, managing the money sup-
ply and interest rates, increasing profits, or address-
ing market failures.

I am personally not sure if negative interest rates
can work in the long term. Most financial institutions
including banks are there to provide financial servic-
es and make life easy for savers and borrowers. Their
ultimate objective is to make money for their share-
holders. So for them a high net interest rates margins
is very important for their survivals. These financial
systems in most developed economies were set up
not to operate in negative interest rates environ-
ments. I am not sure if they can successfully carry on
operating for much longer at times of negative inter-
est rates environments. Also, providers of long-term
financial savings, protection and assurances from
pension funds to insurance companies will find it
harder to meet client expectations of meaningful
safe returns many years in the future. 

The longer the world live with negative interest
rates, the greater the pressure on individuals and
companies to protect themselves and their business-
es rather than rely on untested and unreliable new
monetary policies i.e. long term negative interest
rates. Long-term negative interest rates will have a
major impact on the global foreign exchange mar-
kets too. The disappearance of interest-rate differen-
tials as the main driver of currency values, particular-
ly as greater attention is paid to liquidity effects,
including the ability of individuals to repatriate their
monies from abroad. These risky consequences will
ultimately translate into slower economic activity, as
well as more fragmented financial markets that are
harder to monitor, influence and regulate.

Long-term impacts 
of negative rates
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CURRENCY BUY SELL
ASIAN COUNTRIES

Japanese Yen 2.862
Indian Rupees 4.520
Pakistani Rupees 2.896
Srilankan Rupees 2.085
Nepali Rupees 2.827
Singapore Dollar 225.190
Hongkong Dollar 39.132
Bangladesh Taka 3.870
Philippine Peso 6.452
Thai Baht 8.717

GCC COUNTRIES
Saudi Riyal 80.990
Qatari Riyal 83.427
ani Riyal 788.851
Bahraini Dinar 806.560
UAE Dirham 82.689

ARAB COUNTRIES
Egyptian Pound - Cash 31.250
Egyptian Pound - Transfer 34.576
Yemen Riyal/for 1000 1.219
Tunisian Dinar 137.040
Jordanian Dinar 428.560
Lebanese Lira/for 1000 2.024
Syrian Lira 2.0164
Morocco Dirham 31.262

EUROPEAN & AMERICAN COUNTRIES
US Dollar Transfer 303.550
Euro 336.640

Malaysian Ringgit 75.205
Chinese Yuan Renminbi 45.755
Thai Bhat 9.660
Turkish Lira 99.440

CURRENCY BUY SELL
Europe

British Pound 0.391728 0.406828
Czech Korune 0.004299 0.016299
Danish Krone 0.040677 0.045677
Euro 0.0327353 0.0336353
Norwegian Krone 0.031417 0.036617
Romanian Leu 0.087062 0.087062
Slovakia 0.009058 0.019058
Swedish Krona 0.031023 0.036023
Swiss Franc 0.300540 0.311540
Turkish Lira 0.096844 0.107144

Australasia
Australian Dollar 0.218434 0.230434
New Zealand Dollar 0.205506 0.215006

America
Canadian Dollar 0.225512 0.234512
Georgina Lari 0.137076 0.137076
US Dollars 0.299400 0.304400
US Dollars Mint 0.299900 0.304400

Asia
Bangladesh Taka 0.003399 0.003983
Chinese Yuan 0.044034 0.047534
Hong Kong Dollar 0.037043 0.039793

Indian Rupee 0.004378 0.004788
Indonesian Rupiah 0.000019 0.000025
Japanese Yen 0.002768 0.002948
Kenyan Shilling 0.002982 0.002982
Korean Won 0.000256 0.000271
Malaysian Ringgit 0.071136 0.077136
Nepalese Rupee 0.002862 0.003032
Pakistan Rupee 0.002730 0.003020
Philippine Peso 0.006356 0.006656
Sierra Leone 0.000052 0.000058
Singapore Dollar 0.217647 0.227647
South African Rand 0.015171 0.023671
Sri Lankan Rupee 0.001678 0.002258
Taiwan 0.009317 0.009497
Thai Baht 0.008336 0.008886

Arab
Bahraini Dinar 0.798470 0.806970
Egyptian Pound 0.027155 0.032273
Iranian Riyal 0.000084 0.000085
Iraqi Dinar 0.000182 0.000242
Jordanian Dinar 0.424976 0.433976
Kuwaiti Dinar 1.000000 1.000000
Lebanese Pound 0.000151 0.000251
Moroccan Dirhams 0.019378 0.043378
Nigerian Naira 0.000410 0.001045
Omani Riyal 0.781981 0.787571
Qatar Riyal 0.082553 0.084003
Saudi Riyal 0.079847 0.081147
Syrian Pound 0.001286 0.001506
Tunisian Dinar 0.132950 0.140950
Turkish Lira 0.096844 0.107144
UAE Dirhams 0.081207 0.082907
Yemeni Riyal 0.001372 0.001452

Dollarco Exchange Co. Ltd

Rate for Transfer Selling Rate
US Dollar 303.750
Canadian Dollar 231.495
Sterling Pound 398.905
Euro 334.420
Swiss Frank 300.720
Bahrain Dinar 802.990
UAE Dirhams 82.930
Qatari Riyals 84.145
Saudi Riyals 81.720
Jordanian Dinar 428.010
Egyptian Pound 34.109
Sri Lankan Rupees 2.084
Indian Rupees 4.514
Pakistani Rupees 2.892
Bangladesh Taka 3.865
Philippines Pesso 6.431
Cyprus pound 160.075
Japanese Yen 3.855
Syrian Pound 2.405
Nepalese Rupees 3.820

Sterling Pound 403.720
Canadian dollar 233.050
Turkish lira 99.790
Swiss Franc 311.010
Australian Dollar 229.790
US Dollar Buying 302.350

GOLD
20 Gram 267.640
10 Gram 136.740
5 Gram 69.210

Bahrain Exchange Company

KUWAIT: Mid-year, and though
our revised outlook for 2016-17 is
not qualitatively different from
the earlier edition of this report,
the growth numbers, world and
GCC, have come down. This
revised expectation is the result
of slightly disappointing world
growth in 1H16, primari ly in
emerging markets,  and of
heightened uncertainty stem-
ming primarily from Brexit: the
momentous decision by the UK
to separate from the EU. Europe,
which was on track to meet or
beat expectations this year, will
now be subjected to Brexit
winds, with the UK flirting with
recession later this year.

The GCC economies are
expec ted to be marginal ly
affected by all that; however, we
revised their outlook somewhat
because of  more aggressive
government action to reduce
their fiscal deficits. Most GCC
countries moved rather fast to
enact spending rationalization
and subsidy cuts, Kuwait being
the exception. These new meas-
ures wi l l  eat  into near-term
growth but are otherwise good
news. Though oil  prices have
recovered from recent January
2016 lows, they are still in the
low $50s or lower (Brent basis)
and are not expected by anyone
to return to their heady $100
levels any time soon. 

The GCC governments have
thus had since mid-2014 to adjust
to this new reality and are mov-
ing decisively to address it ,
including a vast 2030 economic
plan in KSA. The KSA plan aims at
diversifying the economy, raising
non-oil revenues, creating jobs
and even privatizing part of the
oil  wealth/production of the
country. Kuwait is also floating
the idea of privatizing some
downstream oil activity.

Back to the world economy,
the IMF recently revised its world

outlook for 2016, down to 3.1%
from 3.2%, and 3.4% earlier in the
year. Advanced economies are
expected to grow 1.8% and
emerging markets 4.1%. MENA is
expected to grow 2.9%. We antici-
pate outcomes close to those
numbers, though the bias and
risk (acknowledged by the IMF)
has to be on the downside.
Because of this very moderate
growth outlook, oil prices are not
expected to take off, though they
should firm gradually ahead. The
US Federal Reserve and other
central banks should continue to
err on the side of caution, if not
outright continued non-conven-
tional easing (ECB, BOJ), amidst
negative interest rates on a wide
swathe of sovereign issues. 

Brexit volatility 
Mid-year, Brexit was the huge

event that injected volatility in
f inancial  markets and led to
some growth revisions, hitting
the UK outlook, the EU outlook,
and the rest of the world, in that
order. Of course, the aftermath
of the Brexit vote saw markets
stabilize after a few days, with
the realization that the actual
Brexit process, though raising
many question marks, will play
itself out over a period of 2-3
years, under the leadership of
the new Prime Minister Theresa
May. Compounding the already
significant political uncertainty,
markets and economies wil l
have to contend later this year
with a turbulent US presidential
election (November, Clinton vs.
Trump) and an Italian referen-
dum on constitutional reforms
(October). Both events have the
potential to raise anew the anti-
establishment anti-status quo
temperature, as was done in the
Brexit vote. 

Al l  the while,  in advanced
economies, as structural reform
remains mired in semi-dysfunc-

tional politics, and fiscal policy
remains constrained by high lev-
els of debt, the onus to keep
things going and to avoid ìacci-
dentsî  l ies  with the central
banks. Those continue to pro-
vide liquidity via unconventional
means in many cases, liquidity
that is contributing to support
equity markets worldwide, as
well as negative interest rates in
Europe and Japan.

Currencies saw their share of
action so far this year, with the
dollar losing some ground
against the euro before recover-
ing after Brexit (down only 1%
ytd),  while the yen soared in
1H16 and was up some 14%
against the dollar by mid-year.
Many factors were at play, but the
major one was the revised expec-
tation from ìseveral rate hikes by
the Fed” this year to perhaps ìon-
ly oneî 25 bps hike. The US 10-
year note yield dipped under
1.5% in July, making historic lows,
and driven by a benign Fed and
pervasive negative rates in most
sectors of the yield curve (Japan,
Germany, UK, etc.). For their part,
oil prices recovered from their
1Q16 lows and averaged about
$40 per barrel in 1H16 after an
average of $47 in 2H15. We
expect them to move above $50
later this year and to improve
gradually into next year.

New low oil price 
The new low oil price environ-

ment has forced structural
reform and adjustment on many
GCC countries in order to deal
with this new reality. 

New taxes and revenues are
being sought, and subsidy cuts
have been enacted with more to
come. Fur thermore,  al l  GCC
countries are expected to post
further deficits in 2016. The total
GCC deficit was $132 billion in
2015 following a surplus of $33
billion in 2014. 

This was a deficit of 10% of
GDP, which we project to fall to
9% in 2016, and then to less than
4% in 2017,  as governments
address the problem. As men-
tioned above, all GCC countries
are in the process of adjusting
fiscally and have already acted. 

They are trying to keep the
projects and infrastructure
spending going in order to sus-
tain the economy and to prepare
for the future, while cautiously
and gradually reducing some
subsidies and benefits.  GCC
countries are also contemplating
new revenues, a VAT tax has been
widely discussed and could come
in 2018 or 2019 (5%). Of course,
the deficits have led to debt
financing. 

Sovereigns have issued some
$44 bil l ion in bonds in 1H16
(gross) led by Saudi Arabia. The
issuance star ted in the local
domestic markets,  but Abu
Dhabi, Oman, and Qatar have
already tapped the international

market, and the others will fol-
low.  In that context, we now
expect real GDP growth of 2.2%
and 2.6% for 2016 and 2017,
almost 1% below our previous
projections. Non-oil GDP should
grow 3.2% and 3.7% in the two
years, while oil GDP should grow
a little under 1%. Liquidity, which
tightened a bit since the Fed
hiked rates 25 bps in December
2015, and since deficit financing
became an issue, remains very
manageable. 

Since we expect that the Fed
will hike rates only once this year
(25 bps), most GCC countries are
liable to do the same with mod-
est impact on their liquidity. And
though the individual country
performances are more or less in
line with the GCC numbers dis-
cussed here, we expect Qatar,
Kuwait and the UAE to be the
better per formers,  especially
when considering non-oil GDP
growth. Those countries happen
to be the ones with more flexi-
bility thanks to their vast finan-
cial resources. 

Meanwhile, Egypt is strug-
gling with a slowing economy as
much delayed reforms and a
challenging security environ-
ment take their  toll .  A more
upbeat outlook will depend on
the recent efforts by the govern-
ment to revive a credible reform
program and win back interna-
tional investors, though the way
forward remains challenging.

Non-oil growth to average 3.5% in 2016-17

NEW YORK: Wall Street was set to open little changed
yesterday as investors assessed another set of corporate
earnings and ahead of the Federal Reserve’s policy meet-
ing. The Federal Open Market Committee (FOMC), which
has had to defer raising interest rates, will begin its two-
day meeting on Tuesday to decide whether the US econ-
omy could absorb a rate increase in the near term. The
FOMC is scheduled to announce its decision on
Wednesday at 2:00 p.m. ET (1800 GMT).

Even with recent data pointing to the US economy
being on strong footing, the Fed is still cautious about
pulling the trigger due to global uncertainty sparked by
Britain’s vote to leave the European Union. Traders have
priced in a 14.7 percent chance of a rate hike in
September and a 38.5 percent chance in December,
according to CME Group’s FedWatch tool. Low expecta-
tions of rate hikes, robust economic data and higher-

than-expected second-quarter earnings set Wall Street on
a record-setting streak in the past two weeks. Investors
are hopeful that companies continue a broad trend of
beating analysts’ expectations to justify valuations.

Wait-and-see phase
Of the 125 S&P 500 companies that have reported

results so far, 68 percent have beaten earnings expecta-
tions. In a typical quarter, 63 percent of companies report
above estimates, according to Thomson Reuters data.
“We’re in a period where the market’s looking really tired,”
said Matthew Tuttle, chief investment officer of Tuttle
Tactical Management. “I think we’re going to be in a wait-
and-see phase today, ahead of the Fed’s decision.” Wall
Street marked its fourth-straight week of gains and the
S&P 500 notched a new closing high on Friday, helped by
telecom stocks and strong economic data.

Dow e-minis were up 8 points, or 0.04 percent at 8:23
a.m. ET, with 22,781 contracts changing hands. S&P 500 e-
minis were up 0.75 points, or 0.03 percent, with 156,083
contracts traded. The benchmark index is just 0.02 per-
cent away from its record intraday high of 2,175.63.
Nasdaq 100 e-minis were down 1 point, or 0.02 percent,
on volume of 18,723 contracts. Oil prices were trading
near two-month lows on fears of global oversupply and
economic headwinds that could hit demand.

Yahoo’s shares were down 0.8 percent at $39.05 pre-
market, after agreeing to sell its core internet business to
Verizon for $4.8 billion. Verizon’s shares rose 0.4 percent.
Micron shares rose 4.7 percent to $13.67 after a Credit
Suisse analyst said the company’s new rights agreement
increased prospects of a strategic investment in the near
term.  The stock was the top percentage gainer among
S&P components. — Reuters 

Wall St ready to open flat as earnings roll in


