
KUWAIT: The past month has seen concerns
over the global trade environment intensify, with
the expiration of US wavers on import tariffs on
key allies including Europe and North America
prompting a backlash from the EU, which is
threatening its own counter measures. This was
followed by an acrimonious break-up of the
G7 meeting in Canada, which saw US president
Trump rail against perceived unfair trade prac-
tices and refuse to endorse the usual end-sum-
mit written accord. Meanwhile, political crises
in both Italy and Spain rattled European bond
markets, although tensions somewhat eased in
early June. While the world economy is still set
to record robust growth of nearly 4% this year,
the OECD’s latest report said that these and
other risks “loom large” on the outlook, with
growth still too dependent on government sup-
port and the need for structural  reform
increasingly urgent.

US growth to rebound in Q2
The US economy continues to perform

strongly, despite signs of a moderation in growth
early in the year as well as tightening monetary
policy. The second release of 1Q18 GDP data saw

growth revised down a touch to an annualized
2.2% from 2.3% (2.9% in 4Q17) on the back of
slightly softer consumer spending and inventories;
growth in the former slipped to just 1.0% from a
very robust 4.0% the preceding quarter. But
some analysts believe GDP growth could rebound
to as high as 4% in 2Q18 helped by the impact of
tax cuts, a tightening labor market and a stronger
contribution from both inventories and net trade. 

High-frequency indicators point to underly-
ing strength in the consumer sector. Jobs growth
picked up to 223,000 in May, beating its average
for the first four months of 2018, while unem-
ployment fell to 3.8% from 3.9% in April, reach-
ing its lowest in 18 years. Consumer confidence,
though slightly off its recent highs, remains
extremely strong, while home prices are rising at
a decent pace despite rising mortgage rates.
Having dipped in Q1, data for April show that
consumer spending got off to a strong start to
Q2, up 0.6% m/m, backed up by solid income
growth. The consumer sector accounts for more
than two-thirds of the US economy.

Although there are concerns among US
manufacturers about the impact on costs and
prices of recent tariff measures on imports of

steel and aluminum, survey evidence suggests
that the impact on demand has so far been mini-
mal, with the ISM and PMI manufacturing
gauges for May reporting rising orders, work
backlogs and lengthening delivery times.
Advanced data also show little tariff-related
fallout on the merchandise trade deficit, which
narrowed to $68 billion in April. But the report
could take on greater significance once data on
the post-tariff exemption period, starting June,
is released later this summer. 

The strong jobs figures for May were seen
supporting the case for more aggressive Federal
Reserve policy tightening this year. This is
beyond the almost certain 0.25 bps rate hike
expected at its policy meeting in mid-June - the
second increase of the year which will take the
target rate range to 1.75-2.00%. It also lifted the
(futures market) probability of two additional
rate hikes in 2018 to 35%, having softened earli-
er in the month on Italy-related concerns. The
Fed’s preferred inflation gauge, the PCE meas-
ure, hit the 2.0% target in April for only the
fourth time in five years, though the less volatile
‘core’ measure remained at 1.8%. 

Eurozone sees mixed data 
but political uncertainty

Economic indicators for the Eurozone were
mixed but mostly soft in May and hint at a peri-
od of lower, if still healthy, growth. The Eurozone
composite PMI came in well below expectations
at 54.1 and down for a fourth consecutive month
while consumer sentiment was little changed.
Inflation jumped sharply to 1.9% mainly due to
higher commodity prices, but core inflation was
still well below the ECB’s 2% target, at 1.1%.

Political factors were also at the fore across
Europe. Following a tumultuous lead up, a pop-
ulist, anti-establishment coalition government
was sworn in Italy. Its policy agenda includes a

flat tax and the rollback of increases in the
retirement age - all of which could strain already
vulnerable public finances. Meanwhile in Spain, a
corruption scandal led to the exit of the prime
minister with a minority government led by
socialist opposition leader Pedro S·nchez set to
take the reins. 

These developments may warrant more cau-
tion from the ECB. The bank is currently expect-
ed to end its QE program by end-2018 and start
to hike interest rates by mid-2019. However, fur-
ther softness in the data and increased political
uncertainty could see the latter pushed back.
The ECB will meet on 14 June, but no major
announcements are expected until July.

Japanese economy
in first contraction since 2015 

GDP fell by an annualized 0.6% in 1Q18,
down from growth of 0.6% in 4Q17 and marking
the first contraction in activity since 2015.(Chart
4.)Consumption, investment and export growth
all came in weaker - the latter reflecting a less
favorable external climate. First estimates of
growth in Japan can be volatile, and growth is
expected to recover in Q2 helped by the weaker
yen in relation to the US dollar as well as the
tight labor market. 

Latest data, for example, showed export
growth accelerating from 2.1% y/y in March to
7.8% y/y in April on the back of higher car and
manufacturing equipment shipments, while
unemployment stood at 2.5% - still one of the
lowest rates in the world. Nevertheless, the weak
Q1 GDP data could undermine the case for an
early winding down of the Bank of Japan’s ultra-
loose monetary policy.

Oil prices ease back after 
touching $80 in May

Having notched up a third consecutive month

of gains in May (+3%) and briefly topping a
three-and-a-half-year high of $80/bbl, the price
of Brent crude oil was on the back foot in early
June, pulled down by the possibility of OPEC+
increasing production during the second half of
the year. The change in strategy could come
after the OPEC ministerial meeting on 22 June.
However, although it is likely that the production
cut agreement will begin to be wound down
slowly in July, it is not a foregone conclusion
since the majority of producers do not have the
capacity to increase production to mitigate the
fall in oil revenue resulting from lower prices.
Meanwhile, US crude output continues to break
records, surging to a high of 10.76 mb/d in the
week-ending 25 May.

Higher oil prices help 
replenish GCC FX reserves

With oil prices higher, regional economies
continue to improve. Trade surpluses are back,
reserves are being replenished - Saudi Arabia’s
official foreign currency reserves topped $500
billion for the first time in almost a year - and
regional non-oil sectors are witnessing
increased government spending. Despite ongo-
ing concerns about the fiscal position, the IMF
recently revised up its forecast for Bahrain’s
growth this year to 3.2% from 3.0% on the
back of increased infrastructure investment and
a recovery in oil production, while S&P reaf-
firmed Bahrain’s long and short-term foreign
and local currency ratings at B+/B with a stable
outlook based on the kingdom’s continued
access to foreign capital. Growth in Saudi
Arabia, however, remains disappointing,
weighed down by barely positive credit growth
and contracting bank deposits, even while retail
POS activity remains well up on last year at
18% y/y in April. Still, the non-oil PMI managed
to improve slightly to 53.2 in May.
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Global growth at risk as trade tensions 
escalate following volatile G7 summit

US unemployment fell to an 18-year low of 3.8%

Rate for Transfer Selling Rate
US Dollar 302.590
Canadian Dollar 233.615
Sterling Pound 406.055
Euro 358.270
Swiss Frank 300.630
Bahrain Dinar 804.700
UAE Dirhams 82.785
Qatari Riyals 84.020
Saudi Riyals 81.585
Jordanian Dinar 428.065
Egyptian Pound 16.968
Sri Lankan Rupees 1.902
Indian Rupees 4.488
Pakistani Rupees 2.526
Bangladesh Taka 3.622
Philippines Pesso 5.750
Cyprus pound 18.005
Japanese Yen 3.740
Syrian Pound 1.590
Nepalese Rupees 2.808
Malaysian Ringgit 76.740
Chinese Yuan Renminbi 47.720
Thai Bhat 10.420
Turkish Lira 67.210

CURRENCY BUY SELL
Europe

British Pound 0.397487 0.411387
Czech Korune 0.005898 0.015198
Danish Krone 0.043815 0.048815
Euro 0. 349232 0.362932
Georgian Lari 0.122766 0.122766
Hungarian 0.001018 0.001208
Norwegian Krone 0.033590 0.038790
Romanian Leu 0.059572 0.076422
Russian ruble 0.004811 0.004811
Slovakia 0.009032 0.019032
Swedish Krona 0.030919 0.035919
Swiss Franc 0.300666 0.311666

Australasia
Australian Dollar 0.222224 0.234224
New Zealand Dollar 0.206724 0.216224

America
Canadian Dollar 0.227625 0.236625
US Dollars 0.298850 0.303250
US Dollars Mint 0.299350 0.303250

Asia
Bangladesh Taka 0.003141 0.003942
Chinese Yuan 0.045800 0.049300
Hong Kong Dollar 0.036519 0.039269
Indian Rupee 0.003957 0.004729

Indonesian Rupiah 0.000017 0.000023
Japanese Yen 0.002661 0.002841
Korean Won 0.000271 0.000286
Malaysian Ringgit 0.072326 0.078326
Nepalese Rupee 0.002656 0.002996
Pakistan Rupee 0.001950 0.002720
Philippine Peso 0.005588 0.005888
Singapore Dollar 0.221649 0.231549
Sri Lankan Rupee 0.001606 0.002186
Taiwan 0.010026 0.010206
Thai Baht 0.009128 0.009678

Arab
Bahraini Dinar 0.796693 0.805193
Egyptian Pound 0.014295 0.020013
Iranian Riyal 0.000084 0.000085
Iraqi Dinar 0.000196 0.000256
Jordanian Dinar 0.422684 0.431684
Kuwaiti Dinar 1.000000 1.000000
Lebanese Pound 0.000150 0.000250
Moroccan Dirhams 0.020500 0.044500
Omani Riyal 0.780565 0.786245
Qatar Riyal 0.078923 0.083863
Saudi Riyal 0.079700 0.081000
Syrian Pound 0.001284 0.001504
Tunisian Dinar 0.113762 0.121762
Turkish Lira 0.061554 0.071854
UAE Dirhams 0.081057 0.082757
Yemeni Riyal 0.000985 0.001066
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In the UAE, Abu Dhabi National Oil Company (ADNOC) start-
ed the world’s first commercial steel carbon capture utilization and
storage project in 2016. The captured CO2 is injected into Abu
Dhabi’s maturing oil fields for EOR. And the company announced
plans in January to expand its carbon capture program to cater to
a six-fold increase in the use of CO2 in maturing oilfields over the
next decade, further supporting EOR. 

ADNOC also aligned with the Centre of Integrated Petroleum
Research (CIPR) in Bergen University, Norway, last October, to
conduct applied research into EOR techniques that could extend
the life of ADNOC’s oil reservoirs. The agreement marks another
stepping stone in the company’s EOR journey since 1996, with the
aim of recovering up to 70% of oil. Between 10 -15% of ADNOC’s
oil is currently recovered with EOR technologies, primarily via
miscible gas injection.

Oman and Abu Dhabi’s journey illustrate the increasingly
dynamic tone of the Middle East’s EOR market. But there is a
catch; great effort precedes great reward. Up to a decade can pass
between laboratory tests and on-site application of new methods;
redesigns and pilots especially linger on the calendar. Stakeholders
must shorten this timeline - EOR technologies only prove their

worth when utilized onsite - to gain a first-mover advantage, espe-
cially in the largely unexplored field of lower-carbon technologies. 

Pooling expertise and funds can hasten progress. Gulf states’
cooperation on developing bespoke regional EOR solutions is a
good starting point, according to 95% of respondents to a GIQ
Industry Survey last October. 

A united voice could lower some of the hurdles: concerns over
data confidentiality and intellectual property and differing crude
and reservoir qualities, for example. Identifying solutions would
also give a stamp of credibility to many Gulf countries’ goal to
transform into knowledge-based economies, as per their National
Visions. The economic and diplomatic value of being able to
‘export’ expertise to help others manage the nuances of their fields
will only become more valuable as energy demand climbs to meet
the 27% rise in the global population to 9.7 billion by 2050. 

Staying atop the tightrope requires a holistic approach; EOR is
not a silver bullet. But it does play a leading role in ticking the eco-
nomic and environmental checklist of sustainable oil production.
The degree of commitment to the EOR market today will deter-
mine who plays and secures a leading role in the 2020s and who
remains unseen in the wings. 

— Jaffar is Regional Director PETRONAS Subsidiaries Middle
East, PETRONAS
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