
KUWAIT: A robust US dollar, tightening mone-
tary policy and broadening geopolitical dangers
have molded the winners and losers in the finan-
cial and equity markets. As the second quarter
comes to an end, the tech sector, small US compa-
nies and oil prices have come up on top since the
start of the year. The rise in the above classes
came at the cost of negative performances in
euro-zone periphery sovereign debt, EM curren-
cies and equities and Chinese shares have all per-
formed poorly. Looking at American Bank equi-
ties, shares are lower by 10% from the peak in
January as the Treasury yield curve has relentless-
ly flattened.

Lately, a more significant issue has risen for
markets and one that will fundamentally determine
the performance of classes in the coming months
is the path of Federal Reserve policy and further
elevation in the US dollar. A stronger US dollar
increases the probability of further weaknesses in
Emerging Markets. The US economy continues to
outperform its peers and other developing nations,
which is causing a deviation in interest rates and

economic figures. If economic fundamentals con-
tinue to widen, then a further correction in emerg-
ing markets may occur. Many developed countries
are exposed to those markets in terms of invest-
ments and loans.  

US Federal Reserve
achieves its inflation goal 

The FED’s preferred measure of inflation rose
to the central bank’s target of 2% and the headline
PCE followed the same trend towards 2.3%. Both
figures are at the highest levels since 2012. The
latest figures are inspiring for the Fed, although
inflation expectations have remained somewhat
subdued in regards to the US unemployment rate.
A concern recently expressed by Fed Chairman
Jerome Powell. Policy setters stated they expect to
keep tightening monetary policy gradually as
price growth continues to move higher. 

The unemployment rate is set to fall further
below the Fed’s goal, signaling upward pressures
on wages and prices. As nations around the world
fail to achieve their price stability level, the US

economy has accomplished its mission of a 2%
inflation target. The above data further supports
the era of economic divergence between the US
and most major economies.

US GDP revised lower
The third and final reading from the US

Commerce Department revealed that the
American economy expanded at a slower pace
than previously thought. The first quarter GDP
came in at 2% from the previous estimate of 2.2%.
The main factor for the softer data is attributed to
the weakest performance in consumer spending in
nearly five years. Consumer expenditure produced
a 0.9% number in the first three months of the
year after recording 4% in Q4 2017. Furthermore,
Q1 GDP figures have the habit of being dull in
recent years because of seasonal factors that stat-
isticians struggle to strip away from the data,
which also could have been a factor. 

The recent positive data witnessed from the
largest economy in the world indicates that the soft
Q1 GDP reading was transitory and a rebound may
soon be expected. Looking at anticipated figures, the
Federal Reserve Bank of Atlanta’s GDP tracking esti-
mates for Q2 expansion was at 3.8% as of
Wednesday, while the median forecast in a Bloomberg
survey of economists called for a 3.4% pace. 

The US economy is still outperforming other
developed nations around the globe as economic
figures diverge in America’s favor. In addition, the
$1.5 trillion tax cut is seen encouraging faster eco-
nomic momentum in the second quarter, putting
annual GDP growth on track to achieve the Trump
administration’s 3% target. Nonetheless, the US
policy of America first and the latest escalation in
trade tariffs could disrupt supply chains and
undercut business investment and potentially wipe
out the positive effects of the fiscal stimulus.

UK & EUROPE
German business moral resumes

downward trend 
Looking into the German Business sentiment

indicator, the index has declined six times in the
past seven months. The data came in at 101.8 for the
current month, down from the previous reading of
102.2. The current situation indicator slid to a 1-year
low of 105.1 in June from a revised 106.1 in May.
However, the positive news was that the future
expectations component was revised to 98.6 after
having declined in the five previous months. 

The above data is somewhat at odds with the
PMIs released last week, which showed a better
reading for the service PMI. Overall, both indica-
tors point to reasonable growth rates ahead for
the German economy, although the growth
momentum has also clearly passed its peak. The
prime risk to the economy continues to be a fur-
ther escalation of trade tensions and the threat by
the US government to impose 20% tariffs on auto
imports from Europe was not incorporated in the
ifo readings published last week.

The single currency started the week positively
and rose to a 1-week high of 1.1720, supported by
a sell-off in the US dollar. However, the positive
momentum was short lived due concerns about an
escalating trade conflict, which boosted the Dollar
and the Japanese yen. Furthermore, the threat of a
political crisis in Germany and uncertainty over
theEU summit were also factors in the negative
movement. At the end of the week, the euro
reversed most of its losses after EU leaders
reached an agreement on the migration issue. The
agreement reduced pressure on the German
Chancellor, which assisted to decrease the
chances that Merkel’s coalition government would
fall apart. The latest consumer inflation report for
the single economy had a hand in the euro’s

appreciation too. EURUSD opened the week at
1.1669 and ended the weekly session almost
unchanged at 1.1683.

The variance between 
headline & core inflation

The 19 countries sharing the euro currency
witness annual price growth rising from 1.9% to
2% this month. The rise in inflation was related to
higher food and energy prices, flash data from
Eurostat indicated. The jump in oil rates has
played a key role, with energy prices up 8% on
the year, up by 1.9% from May’s data. Meanwhile,
core inflation eased to 1% from 1.1%. It is obvious
that the price of oil is the reason for the diver-
gence between headline and underlying inflation.
Wages are improving at an extremely slow pace,
and it still appears doubtful that there are sub-
stantial upside surprises to the core inflation rate.

The outlook for the single economy is still
uncertain as some entities blamed the sluggish
first quarter on transitory reasons, while others
indicate a longer lasting downward trend. That
uncertainty coupled with subdued underlying
price growth, helps explain the ECB’s cautious
approach to removing the stimulus it has been
providing to the economy. Core inflation still lacks
the convincing upward trend the ECB has been
looking for before exiting its accommodative poli-
cy. However, Mario Draghi has already publicized
the end of QE in December 2018, and the Bank
claimed it wouldn’t consider a rise in its key inter-
est rate until the end of summer 2019.

UK Q1 GDP revised slightly higher
Thanks to the British service sector, UK Q1 GDP

was revised slightly higher to 0.2%, from the prior
assessment of 0.1%. The services industry accounts
for the majority of UK’s GDP data and the sector
expanded 1.6% y/y. However, the upgrade did not
support annual GDP as the number stayed constant
at 1.2% for the first quarter of 2018. Households
were still net borrowers for the fourth successive
quarter mainly due to high inflation levels. 

The BoE expects GDP to inflate by 0.4% in Q2
after the harsh weather conditions in the first
quarter. The central bank will be pleased to see
the upward revision. The BoE believes the Q1
slowdown is temporary and expects it to be
revised up to 0.3% m/m eventually. The modifica-
tion reinforces the case of those MPC members
wanting an immediate rate rise. As always, howev-
er, the story isn’t quite so simple. The upward
revision was not broad-based across the economy
and was concentrated in a specific sector. Overall,

the data aided interest rate probability of an
August rate rise by the BoE to 60% from 50%.

ASIA
Japan’s Inflation Conundrum

Most major central banks around the globe
have set a price growth target of 2%. Nowhere,
though, does the pursuit for this figure carry dra-
ma like it does in Japan, where BoJ’s Governor
Kuroda has promised to do whatever it takes to
achieve its inflation target. When the central bank
implemented its loose monetary policy program,
oil was near $100 a barrel. In 2014, prices sank
and later fell below $40 a barrel. Hence, in a coun-
try that imports most of its fuel may find it
extremely difficult to raise inflation when oil prices
were subdued. Secondly, Japan’s elderly aged 65
and older account for a third of the residents and
many of them are concerned about their retire-
ment life due to inadequate pension and financial
assets. So obviously, this segment of the popula-
tion will think twice before squeezing their pock-
ets. That’s why households’ demand has been very
elastic to the prices of daily goods and services to
a degree that firms find it very problematic to
increase their prices steadily. A latest instance
occurred this year during the January-March
quarter, when the contribution of consumption to
real GDP growth turned negative due to higher
food prices caused by bad weather.

The Bank of Japan latest Core CPI data, the
bank’s preferred inflation indicator, slipped to
0.5%, shy of the 0.6% estimate. With the current
level of price growth in Japan and the latest sum-
mary of opinions of the June policy meeting, sug-
gest policy makers are in no hurry to exit the cur-
rent monetary strategy. Policy setters advised the
Bank to continue its massive easing program. At
the same time, several members on the committee
voiced their concerns that the program had unde-
sirable side effects, such as ultra-low rates hurting
the profitability of banks. At the June meeting, the
BoJ maintained its monetary policy and lowered
its inflation forecast. With inflation stuck below
the BoJ’s target of just under 2%, the BoJ is
broadly expected to continue with its easing
scheme well into 2019. The safe haven Japanese
yen had a negative weekly session despite worries
of a trade war. It seems that the US dollar is in
more demand as interest rates continue to widen.
Hence, investors are parking their liquidity in
Dollar safety rather than yen safety. The yen lost
further momentum on the last trading day after the
EU summit concluded the migration issue. The yen
lost 71 basis points to the USD last week.
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Dollar remains strong as German
business morale continues to fall 

CURRENCY BUY SELL
Europe

British Pound 0.394663 0.408563
Czech Korune 0.005634 0.014934
Danish Krone 0.043492 0.048492
Euro 0. 348008 0.361708
Georgian Lari 0.139470 0.139470
Hungarian 0.001143 0.001333
Norwegian Krone 0.033282 0.038482
Romanian Leu 0.064947 0.081797
Russian ruble 0.004842 0.004842
Slovakia 0.009051 0.019051
Swedish Krona 0.029916 0.034916
Swiss Franc 0.300481 0.311481

Australasia
Australian Dollar 0.217172 0.229172
New Zealand Dollar 0.199651 0.209161

America
Canadian Dollar 0.225854 0.234854
US Dollars 0.299250 0.304550
US Dollars Mint 0.299750 0.304550

Asia
Bangladesh Taka 0.003131 0.003932
Chinese Yuan 0.044426 0.047926
Hong Kong Dollar 0.036901 0.039651
Indian Rupee 0.003811 0.004583
Indonesian Rupiah 0.000017 0.000023
Japanese Yen 0.002662 0.002842
Korean Won 0.000262 0.000277
Malaysian Ringgit 0.071663 0.077663
Nepalese Rupee 0.002660 0.003000
Pakistan Rupee 0.001939 0.002708
Philippine Peso 0.005490 0.005790
Singapore Dollar 0.217292 0.227292
Sri Lankan Rupee 0.001624 0.002204

Taiwan 0.010409 0.010589
Thai Baht 0.008869 0.009419

Arab
Bahraini Dinar 0.789222 0.805722
Egyptian Pound 0.014319 0.020037
Iranian Riyal 0.000084 0.000085
Iraqi Dinar 0.000197 0.000257
Jordanian Dinar 0.423552 0.432552
Kuwaiti Dinar 1.000000 1.000000
Lebanese Pound 0.000156 0.000256
Moroccan Dirhams 0.020543 0.044543
Omani Riyal 0.781604 0.787284
Qatar Riyal 0.079033 0.083973
Saudi Riyal 0.079807 0.081107
Syrian Pound 0.001286 0.001506
Tunisian Dinar 0.112306 0.120306
Turkish Lira 0.060534 0.070834
UAE Dirhams 0.081166 0.082866
Yemeni Riyal 0.000986 0.001066

Greece’s long-term 
debt prospects 
‘uncertain’: IMF
ATHENS: Greece’s long-term debt prospects
are uncertain, the International Monetary
Fund said Friday, questioning the country’s
ability to maintain high budget surpluses to
2060 under a recent eurozone deal. “The
debt relief recently agreed with Greece’s
European partners has significantly
improved debt sustainability over the medi-
um term, but longer-term prospects remain
uncertain,” the global lender said in a prelim-
inary report on Friday.

Eurozone ministers last week agreed to
extend maturities by 10 years on major parts
of Greece’s total debt obligations, a moun-
tain that has reached close to double the
country’s annual economic output. In turn,
Greece committed to a budget surplus not
counting debt repayment of 3.5 percent to

2022, and 2.2 percent to 2060. “It will very
challenging for Greece to achieve that 2.2
percent primary balance, and at the same time
grow at the rates that are envisaged,” IMF
mission chief Peter Dohlman told reporters in
Athens. The IMF notes that since 1945, only
five euro-area countries have ever been able
to maintain an average primary balance high-
er than 1.5 percent of output for a period
longer than 10 years.

Only one, Italy, did so in the context of
double digit unemployment rates. “There are
significant risks on the horizon (and) the lega-
cies of the crisis still linger,” Dohlman said. He
pointed to soaring private debt, 20 percent
unemployment, a high portion of non-per-
forming loans weighing down Greek banks,
and a declining working population believed
to be shrinking by 1.0 percent each year.

Dohlman insisted however that borrowing
markets are now “wide open” for Greece fol-
lowing the eurozone deal. After helping put
together two reforms-for-cash programs that
forced Greece to oust thousands of civil ser-
vants and drastically slash funding for health

and education, the IMF is now calling for
resources to be pumped back. “There are
unmet social spending needs-education,
health,” Dohlman said.

Also speaking Friday, Dunja Mijatovic, the
Council of Europe Commissioner for Human
Rights said health and education rights had
been adversely affected by eight years of
crisis cuts. “The end of the third economic
adjustment program creates an opportunity
to reverse the negative effects of the austeri-
ty on human rights, which should not be
missed,” Mijatovic said at the close of a visit
to Greece.

Greece currently owes the IMF around 10
billion euros which it is expected to fully
repay by 2024, said Dohlman, a former IMF
mission chief to Belarus. The IMF is now
operating in a “consultation mode” and is
expected to visit the country for audits twice
a year, coordinating with European institu-
tions who will be sending missions every
three months. The global lender expects to
issue its sustainability analysis of Greece’s
debt in early August. — AFP 


