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Risk appetite diminishes in an
era of sanctions, trade tariffs

KUWAIT: It was a light week in terms of economic data for
G7 countries’, while political disputes on trade and policies
continued to hover over markets. The main winners in the
financial markets were the Japanese yen, USD, and dollar
denominated bonds. Risk aversion was the main theme as
emerging market currencies plummeted. The US administra-
tions’ stance on trade and external policies were the main
factors for safety demand, while China’s tone suggests
backing down is not an option. The ECB has warned that the
escalating tariff war presented serious downside risks to the
global economy in the short and medium term. 

The Bank said “if all the threatened measures were to be
implemented, the average US tariff rate would rise to levels
not seen in the last 50 years.”

Looking at the Turkish lira, the TRY is experiencing
severe losses since May. The TRY has lost nearly 43 percent
of its value to the USD YTD. The Turkish lira made a new
low of 6.8010 on Friday due to concerns over Europe’s
banking exposure to the lira outshined assurances by the
Turkish government to support the economy. In details,
Spanish banks have outstanding $83.3bn by Turkish bor-
rowers, French banks are owed $38.4bn and Italian lenders
$17bn. Thus, Turkish entities will have high cost burdens to
repay borrowed liquidity. The lira’s sharp deprecation began
after President Erdogan’s unorthodox views on interest
rates reached the market and claimed that “interest rate is
the mother and father of all evil.” The downward trend of
the currency gained further momentum as the US sanc-
tioned certain Turkish officials and Turkey responded in a
similar fashion. Negotiations between the two countries
failed to make progress.

As for the Russian ruble, the currency fell to the lowest
level in more than 2 years following US plans to enforce
harsh trade restrictions in reaction to the poisoning of for-
mer military intelligence agent Sergei Skripal in the UK. The
USD/RUB pair opened on Monday at 63.33 and ended
Friday’s session at 67.67. The sanctions come in two seg-
ments. The first aims on US exports of sensitive national-
security correlated goods. The second tranche will become
active in around 3 months, if Russia fails to offer trustworthy
guarantees that it will not use chemical weapons and permit
on-site assessments by the UN or other international
observer groups the US stated.

In Regards to other sanctions, the first phase of sanctions
on Iran was implemented last week prohibiting Iran from
using the Dollar as a median of exchange. The sanctions also
restrict Iran from trading in vehicles, metals and minerals
(gold, steel, coal and aluminum). The country will also be
banned from buying US and European aircraft. The second
phase of the sanctions will be imposed in November, target-
ing Iranian oil production. The Iranian rial has sunk more than
50 percent against the US dollar this year.

US consumer inflation 
The US economy continues to deliver robust economic

reading, while other peers fail to follow in the same direc-
tion. The core consumer inflation rose to the highest level in
10 years, paving the road for the FED to gradually hike
interest rates. The underlying CPI rose 0.1 percent to 2.4
percent in July and the headline CPI also moved in the same
attitude towards 2.9 percent. 

On the producer front, prices halted for the first time this
year as the monthly PPI reading remained unchanged. In
annual terms, the data was 3.3 percent higher than a year
ago, down slightly from the 3.4 percent seen in June.
Headline inflation was subdued by a drop in energy and
foods prices. On the other hand, stripping out volatile items
like food and energy, the core producer inflation rose 0.3
percent in July. In the 12 months through July, the core data
increased 2.8 percent after rising 2.7 percent in June. The
inspiring data comes at a time when the economy is near full
employment and experiencing robust growth. Future read-

ings on inflation may rise as the Trump administration’s tar-
iffs on imports start to influence price pressures. Moreover,
manufacturers appear to be absorbing some of the higher
expenses for now, with more threatening tariffs in the
pipeline, it may be a matter of time before final demand
inflation begins to rise.

The US dollar index soared last week to level not seen in
13 months. The index broke the 95 and 96 levels, rising to a
high of 96.452, the highest since July 2017. The Dollar has
been appreciating continuously since April as the US econ-
omy is doing well fundamentally and the Fed is moving
towards a more predictable path of interest rates. However,
the sharp rise in last week’s session occurred as the USD
absorbed some safe-haven flows. The greenback has been
enhanced by growing global trade tensions and strained
geopolitical relationships. The US has lately stated it would
impose new sanctions on Russia, while involved in a diplo-
matic dispute with Turkey. In the last five trading sessions
the DXY has gained nearly 1.1 percent against a basket of
currencies and is up by 4 percent YTD.

Single currency tumbles 
The reversal of the economic dynamic this year that

provided support for the euro in 2017 may continue to
pressure the single currency and risks remain skewed to
the downside over the short-term. It was the surprising
strength of the European economy that assisted the euro
once the political risks surrounding the French election
subsided. However, the positive fundamentals from the euro
economy have turned less positive indeed. The sell-off in
the euro has clearly strengthened, in particular with
EUR/USD finally breaking through the 1.15 support level.
Technically, EUR/USD’s break of 1.1507 key support indi-
cates the end of the consolidation pattern that started back
in May. The continuous deprecation from February’s high of
1.2555 has resumed.

In regards to last week, it was light in terms of economic
indicators for the euro. Hence, most of the euro’s dip was
attributed to a stronger US dollar. Another factor causing
the euro’s slide was the exposure of European banks to the
Turkish lira. Turkish entities have a large exposure of USD
and euro denominated debts, therefore it will be more
expensive for Turkish organizations to pay those debts. The
EURUSD began its weekly session at 1.1561 and sank to a 13
months low of 1.1383. The euro fell by 1.3 percent in the last
five trading days versus the USD.

UK GDP improves 
The British economy picked up momentum in the second

quarter, preceding a sharp winter slowdown earlier in the
year. The second quarter GDP rose 0.4 percent as markets
have predicated, bring the annual Q2 rate to 1.3 percent. The
1.3 percent figure is barely above a six-year low touched in
the first three months of the year. In terms of the main GDP
components driving the UK economic growth higher were
services and construction that increased 0.5 percent and
0.9 percent Q/Q respectively. Furthermore, household
spending and business investment also contributed positive-
ly rising 0.5 percent and 0.3 percent. On the negative side,
industrial production fell by 0.8 percent Q/Q and the trade
deficit broadened by £4.7 billion to £8.6 billion

Since the vote to leave the EU, Britain has fallen from the
fastest growing economy in the G7 to the slowest. The eco-
nomic thrust looks restrained in comparison to some global
peers and uncertainty continues to loom over the UK on the
Brexit front. Investors are thinking twice before investing in
Britain as the outcome on a Brexit deal becomes more
unclear by the day. The EU, an important trading partner for
the UK has also witnessed sluggish growth and business
investments continue to be delayed by Brexit uncertainty.
Looking at the Sterling pound, the GBP/USD dived quite
significantly last week to the lowest level since June 2017.

The pair depreciated to a low of 1.2736 on Friday, losing
264 basis points since the start of the week. The Sterling’s
struggle began after BOE Governor cautioned that a no-
deal Brexit is becoming highly likely and UK Trade Minister
added that there is 60 percent chance that a deal won’t be
met before the deadline of March 2019. The pound has also
been affected fundamentally when markets realized that
interest rate hikes were likely to be as limited as one a year.

Japan economy rebounds
Japan’s economy rebounded in the second quarter of the

year after experiencing the first contraction in 8 quarters.
The preliminary GDP expanded 1.9 percent in Q2 on an
annualized basis, from the revised contraction of 0.9 percent
in Q1. The main drivers of growth were private consumption
and business spending. Private consumption, which accounts
for about 60 percent of the economy, mounted at an annual-
ized rate of 2.8 percent. The recovery in customer spending
is a wanted development for the BoJ, however it’s unlikely to
change its stance on interest rates. Export growth of 0.8
percent was easily overtaken by a 3.9 percent rise in imports,
suggesting a weaker trade environment.

The absence of significant wage momentum in the econ-
omy has continued to put a cap on price growth which
remains well below the BoJ’s 2.0 percent target.
Furthermore, the central bank dropped its inflation forecast
for 2018 and added forward guidance to its statement to
highlight the prolongation of its overall attitude toward
extremely easy monetary policy. The US and Japan failed to
reach any agreement on trade last week as Japan prefers a
multilateral trade negotiations, while the US is aiming for a
bilateral one. Trade friction between the US and China is
creating a lot of uncertainty. If the uncertainty persists and
intensifies it may begin to hurt Japan’s export and manufac-
turing sector. The safe haven yen performed relatively well
against the US dollar last week, despite strong USD move-
ments vs. the euro and the pound. The yen was supported
by escalating trade tensions, global political disputes and a
rebound in Japan’s GDP. The USDJPY began the week at
111.24 and closed the week at 110.92. The USD lost 0.30
percent of its value to the yen last week.

Mixed data out of China
Consumer price growth in China inflated to a 4 months

high in July, while producer inflation deflated for the first
time since March. The CPI rose 0.3 percent on a monthly
basis, triggering the annual rate to rise from 1.9 percent to
2.1 percent. The support for the headline CPI came from an
annual rise of 2.4 percent in non-food items, which were
elevated by higher fuel prices. However, core inflation per-
sisted steadily at 1.9 percent for the third straight month,
indicating benign domestically generated inflationary pres-
sures. On the producer front, the PPI shrank marginally from
4.7 percent to 4.6 percent.

All in all the effect of import tariffs on inflation appears
minor for now. Although, trade war shows no signs of abat-
ing as both parties are ready to strike back. China publi-
cized further retaliatory tariffs taxed at 25 percent on $16
billion worth of US imports. Tariffs are projected to elevate
the cost of production in some industries and possibly
weigh on corporate earnings. Import prices may rise as the
Renminbi has already depreciated by 8 percent since
January and raw material input costs are increasing in the
energy sector due to higher oil prices. With headline infla-
tion running below the 3 percent target set by the central
bank, this should give the People’s Bank sufficient room to
further loosen monetary policy if needed.

Imports to China soar
China’s trade exports moved higher last month despite

trade tensions intensifying and the implementation of US
tariffs on $34 billion for Chinese imports came into effect on
July 6. In details, the dollar denominated value of exports
rose 1 percent in July to 12.2 percent, at the same time
imports rose at a faster rate from 14.1 percent to 27.3 per-
cent. Hence, China’s trade surplus narrowed to $28 billion
from June’s $41 billion. Most importantly China’s closely
watched surplus with the US fell slightly to $28.09 billion
from $28.97 billion in June. One major factor supporting
Chinese exports has been the weakness of the Renminbi,
which has depreciated by 8 percent since the start of the
year. The weaker currency seems to have taken the sting out
of tariffs and the impact of tariff on $34 billion is minimal
compared to last year’s $505 billion US imports from China.
However, China’s trade balance may become less favorable
as trade tension between the two largest economies contin-
ues to heat up, with no side backing down. The Chinese
economy has already reshaped tremendously toward inter-
nal growth drivers and policies to support the sustained
growth in these parts of the economy will hold the key to
economic stability.

RBA maintains rate
The Australian central bank maintained its official cash

rate unchanged at 1.50 percent, marking the longest streak
without a change. The RBA acknowledged that China is
experiencing a slower growth momentum and may affect
Australia negatively as China is Australia’s biggest trading
partner. Moreover, the Bank claimed that diminishing
household expenditure persisted as a source of uncertainty
for the economy and a factor for maintaining the interest
rate at a record low. On the inflation front, price growth is
now projected to decline towards 1.75 percent, outside the
RBA’s preferred 2 to 3 percent target. 

Kuwait
Kuwaiti dinar
USD/KD opened at 0.30340 yesterday morning.
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CURRENCY BUY SELL
Europe

British Pound 0.382803 0.396703
Czech Korune 0.005701 0.015001
Danish Krone 0.042980 0.047980
Euro 0. 341172 0.354872
Georgian Lari 0.137977 0.137977
Hungarian 0.001147 0.001337
Norwegian Krone 0.032552 0.037752
Romanian Leu 0.065191 0.082041
Russian ruble 0.004531 0.004531
Slovakia 0.009092 0.019092
Swedish Krona 0.029740 0.034740
Swiss Franc 0.299844 0.310844

Australasia
Australian Dollar 0.214502 0.226502
New Zealand Dollar 0.194647 0.204147

America
Canadian Dollar 0.226453 0.235453
US Dollars 0.300150 0.305450
US Dollars Mint 0.300650 0.305450

Asia
Bangladesh Taka 0.003005 0.003806
Chinese Yuan 0.043074 0.046574
Hong Kong Dollar 0.037017 0.039767
Indian Rupee 0.003862 0.004634
Indonesian Rupiah 0.000017 0.000023
Japanese Yen 0.002668 0.002848
Korean Won 0.000259 0.000274
Malaysian Ringgit 0.071136 0.077136
Nepalese Rupee 0.002631 0.002971
Pakistan Rupee 0.001901 0.002671
Philippine Peso 0.005750 0.006050
Singapore Dollar 0.216408 0.226408
Sri Lankan Rupee 0.001593 0.002173
Taiwan 0.0010440 0.010620

Thai Baht 0.008798 0.009348

Arab
Bahraini Dinar 0.791928 0.808426
Egyptian Pound 0.014374 0.020092
Iranian Riyal 0.000084 0.000085
Iraqi Dinar 0.000200 0.000260
Jordanian Dinar 0.424827 0.433827
Kuwaiti Dinar 1.000000 1.000000
Lebanese Pound 0.000157 0.000257
Moroccan Dirhams 0.022494 0.046494
Omani Riyal 0.783942 0.789622
Qatar Riyal 0.079280 0.084220
Saudi Riyal 0.080047 0.081347
Syrian Pound 0.001290 0.001510
Tunisian Dinar 0.106805 0.114805
Turkish Lira 0.043592 0.055092
UAE Dirhams 0.081411 0.083111
Yemeni Riyal 0.000989 0.001069

EXCHANGE RATES

Emerging market currencies plummet
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US inflation
pressures rise 
in July; Fed on 
track to lift rates
WASHINGTON: US consumer prices rose
in July and the underlying trend continued
to strengthen, pointing to a steady
increase in inflation pressures that keeps
the Federal Reserve on track to gradually
raise interest rates.

The Labor Department said its
Consumer Price Index advanced 0.2 per-
cent, the bulk of which was due to a rise in
the cost of shelter, driven by higher rents.
The CPI rose 0.1 percent in June. In the 12
months through July, the CPI increased 2.9
percent, matching the increase in June.

Excluding the volatile food and energy
components, the CPI rose 0.2 percent, the
same gain as in May and June. The annual
increase in the so-called core CPI was 2.4
percent, the largest rise since September
2008, from 2.3 percent in June.

Economists polled by Reuters had fore-
cast both the CPI and core CPI rising 0.2
percent in July.

US Treasury yields held near three-
week lows and US stocks fell on anxiety
about Turkey’s financial woes and its deep-
ening rift with the United States. The US
dollar was trading higher against a basket
of currencies. “As the July CPI figures
make clear, underlying price pressures are
still mounting,” said Michael Pearce, senior
US economist at Capital Economics in
New York.

The Fed more closely tracks a different
inflation measure, the personal consump-
tion expenditures (PCE) price index
excluding food and energy, which
increased 1.9 percent in June. — Reuters 

Alaska seafood 
industry braces for 
China tariff pain
SEWARD, Alaska: Alaska fishermen are used
to coping with fickle weather and wild ocean
waves. Now they face a new challenge: the
United States’ trade war with China, which
buys $1 billion in Alaskan fish annually, making
it the state’s top seafood export market.

Beijing, in response to the Trump adminis-
tration’s move to implement extra levies on
Chinese goods, last month imposed a 25 per-
cent tariff on Pacific Northwest seafood,
including Alaskan fish, in a tit-for-tat that has
engulfed the world’s two largest countries in a
trade war.

The results could be “devastating” to

Alaska’s seafood industry, the state’s biggest
private-sector employer, said Frances Leach,
executive director of United Fishermen of
Alaska, the state’s largest commercial fishing
trade group.

“This isn’t an easily replaced market,” she
said. If the tariff war continues, she said,
“What’s going to happen is China is just going
to stop buying Alaska fish.”

For Alaska’s seafood industry, the timing
could not be worse. The state has worked for
years to attract the Chinese market, and just
two months ago, Governor Bill Walker led a
week-long trademission to China in which the
seafood industry was heavily represented.

Walker’s trade mission was a follow-up to
an Alaska visit a year earlier by Chinese
President Xi Jinping and his cabinet.
Fishermen are worried, said Alan Noreide, a
fisherman in the Alaska port town of Seward,
where he delivers some of his catch to the
local Icicle Seafoods plant, an Alaska-based
seafood processing company whose repre-

sentatives accompanied Walker to China.
“We’d rather be left to our own challenges

that we have. We don’t need any more,” said
Noreide, who focuses on Gulf of Alaska black
cod and halibut.

Marketers have found that middle-class
Chinese customers view Alaska fish, particu-
larly wild Alaskan salmon as a superior prod-
uct from unspoiled waters.

Chinese buyers are interested in “clean,
natural, organic” products, said Zoi Maroudas,
founder of an Anchorage-based baby food
company that sells products like pureed
salmon bisque. Maroudas was part of the
Alaska trade mission, and said the pitch about
Alaskan food “resonated with the people.”

But higher prices due to tariffs could
nudge Chinese consumers to products from
competing countries such as Russia and
Norway, closing Alaska’s emerging oppor-
tunity, said Jeremy Woodrow of the Alaska
Seafood Market ing Inst i tute , a  s tate
agency. — Reuters

Fisherman Alan Noreide is pictured on his boat, the Lorelei II, in Seward,
Alaska, US. — Reuters


