
KUWAIT: In the wake of the holiday’s sea-
son, investors have been unwinding posi-
tions, closing their books as year-end
approaches and liquidity diminishes. As the
Fed missed all other interest rates hike
opportunities during the year, they have
chosen December, the most illiquid month
of the year to start the lift off.

In a historical meeting, the Fed ended
the era of zero interest rates by tightening
monetary policy by 25 bps, increasing the
Fed funds target range to 0.25 percent to
0.50 percent and the discount rate to 1.0
percent, with a unanimous vote. 

Although the event didn’t generate
large volatility for the major five currencies,
it happened to be a major episode for
emerging market and commodity curren-
cies as we continue to witness lately. For
now, commodities and emerging markets
continue to hemorrhage as their future will
be determined by how the disagreement
between the market and the Fed about the
pace and extent of hikes gets resolved.

According to the Fed, labor market slack
had diminished ‘appreciably’ and the Fed is
‘reasonably confident’ inflation will rise to 2
percent in the medium term. The FOMC
maintained that future adjustments will be
‘gradual’ although notably the dot-plot was
little changed, suggesting four quarter
point hikes next year, while the median
long run funds rate is still seen at 3.5 per-
cent.  The announcement was perceived to
be less dovish than the markets anticipated
sending the US dollar up across the board.

Equity markets also rallied on the news,
in part as Yellen made it clear the Fed would
proceed slowly with further tightening.
However, the reaction on the foreign
exchange side was different. 

After largely outperforming its peers on
Wednesday and Thursday, the USD has
reversed part of its gains by the end of the
week with the Euro rebounding from the
1.08 level. Thursday’s few macro releases
didn’t do much to move the currency. The
German IFO survey was as uninspiring as
the latest ZEW or Eurozone PMI. The curren-
cy ended the week near the low at 1.0870.

In the UK, the Sterling Pound is ending
the year on the back foot, as the currency is
at risk of slipping to its lowest level since
April. Sterling hardly received any relief
from the release of relatively strong UK
retail sales data on Thursday. UK consumers
have been the pillar of the strong UK recov-
ery. But for the pound to reverse recent
weakness, the data would need to be
accompanied by more visible inflation pres-
sures through 2016, for the moment non-
existent. 

The Yen had its own part of drama this
week. In a usual 8 to one vote, the bank
kept the size of its QE programme
unchanged aiming at an annual expansion
of JPY 80 trillion at the meeting that ended
Friday. According to the BoJ, it will extend
the average maturity of its government
bond holdings to seven-to-12 years,
announced a new program for exchange-
traded fund purchases and said it will boost
the maximum amount it can buy of any

one real-estate investment trust. The initial
reaction was a knee jerk reaction spike to
123.50, which was quickly corrected as the
market realized that such decision does not
convey direct additional stimulus. The cross
ended the week at the 121.16 level.   

On the commodities side, gold dropped
victim of the Fed rate rise. Although gold
held steady the day of the FOMC
announcement, commodities as a whole
fell out of favor as investors continued to
assess the rate increase. 

Indeed, oversupply still hangs over the
oil market with the stronger dollar pres-
sured commodities to fresh multi year lows.
Oil dominated the weakness as West Texas
Intermediate crude fell below the $35 and
Brent below the $38 for the first time since
February 2009. Moves in precious metals
also caught investors’ attention with gold
closing down 1.98 percent, the biggest dai-
ly loss since July at $1066; holding the five-
year lows reached briefly earlier this month.

As a direct result, investors continue to
shun commodity currencies with the
Canadian, Australian Dollar and the
Norwegian Krona falling sharply. The
Canadian dollar extended its decline to
new cycle low just shy of 1.4000 against the
Dollar.

FOMC Meeting 
During the press conference, Fed Chair

Yellen said that the decision reflected their
confidence in the US economy and that
they saw an economy that is on the path of
sustainable improvement. She highlighted
that while developments abroad still pose a
risk, these appeared to have lessened since
last summer. Yellen also argued once again
that the softness in inflation was transitory
and that a delay in policy normalization
would have meant policy would need to be
tightened abruptly later

According to the Fed statement, the
outlook for the US economic activity and
the labor market are now being ‘balanced’,
compared to the previous statement of
‘nearly balanced’. The focus was also on
how the Fed was to determine the timing
and size of future adjustments. Although
the statement continued to emphasize that
“the committee expects that economic
conditions will evolve in a manner that will
warrant only gradual increases in the feder-
al funds rate” the committee emphasized
the dependence on the upcoming eco-
nomic data. 

On a different point, the Fed expects to
maintain the current size of its balance
sheet “until normalization of the level of the
federal funds rate is well under way.” The
Fed’s median forecasts for real GDP growth,
unemployment and inflation were
unchanged relative to the previous meet-
ings. 2016 GDP growth was revised up to
2.4 percent, while the 2017 and 2018 fore-
casts were left unchanged at 2.2 percent
and 2.0 percent. The unemployment rate is
expected to decline to 4.7 percent in the
next three years, down from the previous
4.8 percent forecast. 

Meanwhile the core inflation rate was

revised down for this year and next to 1.3
percent and 1.6 percent, it was left
unchanged for 2017 and 2018, the latter
being the year when the Fed expects to hit
its 2 percent target. 

According to the dot plot projections,
although there had been some suggestions
that the 2016 median interest rates path
could decline, it was kept however
unchanged at 1.375 percent or the equiva-

lent of four 25bps hikes. The 2017 median
dot was nudged down 25bps to 2.375 per-
cent while the 2018 median dot was down
12.5bps to 3.25 percent. The longer-term
neutral rate was left unchanged at 3.5 per-
cent. 

Strong retail sales 
Initial jobless claims fell 11k last week to

271k against expectation of 275k. in paral-
lel, disappointment came from  the
December Philly Fed, measure of manufac-
turing activity, which fell 7.8 pts this month
to -5.9 against expectations of increase of
+1.0. This marks the third time in the last
four months that this index has been in
negative territory.

Moreover, the six-month forward index
of general business conditions plunged
more than 20 points to 23.0 in December
from 43.4 in November, and is currently at
the lowest level since November 2012.

Diminished expectations may be a func-
tion of several influences in the manufac-
turing sector, including a stronger U.S. dol-
lar, weaker global demand and lackluster
domestic business investment.

Europe & UK
The Eurozone economic data surprise

index remained resilient throughout Q4
and outperformed the US counterpart. The
continuous low currency gave a boost for

all of Europe, especially Germany. 
After dropping in the first two months

of the fourth quarter, the euro stabilized in
December after the ECB meeting disap-
pointment.  As the market expected a fur-
ther drop in interest rate and an increase in
the size and composition of the monthly
purchases, the ECB didn’t see the necessity
to act and deliver on all expectations.  

In addition, having become the funding

currency of choice in 2015, the continued
deterioration in emerging and commodi-
ties markets helped the euro remain stable
in December. As we come close to the holi-
day’s season, traders’ reaction to the Fed
December meeting is to reduce risk expo-
sure, take positions off and remain on the
sideline into year-end. 

As their policy has proven to be success-
ful, the ECB is likely to continue to play the
same game and not tolerate any Euro
movement to the upside, whether by inter-
vening verbally or through their policy
decisions. 

Switzerland in a deflationary environ-
ment 

While markets expected further interest
rates cut during the December meeting,
the SNB left the policy rate on hold at -0.75
percent, versus market for around a 25 per-
cent probability of a 25bp cut. The accom-
panying statement and press conference
were dovish, reiterating willingness to
actively intervene in FX markets and cut
rates further. 

For the SNB, the stability of the
exchange rate and avoiding renewed
upside pressure on the franc remains key to
the monetary policy.

As the Swiss Franc remains the G10’s
lowest yielder, yearly Swiss growth remains
below the 1 percent and the country is
comfortably sitting in a deflationary envi-

ronment which has become the most per-
sistent theme in Switzerland. 

Swiss economic growth is expected to
remain low, with consensus at 1.2 percent
with the country caught between this slow-
er trade and a recovery in European domes-
tic demand. 

Difficult beginning of 2016 for the UK
In the last quarter of 2015, UK economic

data disappointed on multiple fronts. While
the UK kept printing negative data, Bank of
England policymakers expressed their con-

cerns over falling commodity prices, stating
that low oil prices and subdued wage
growth are keeping a lid on inflation. 

In the beginning of 2016, external and
political drivers will be the major catalysts
for the Sterling Pound. With inflation
prospects looking subdued and with
Europe continually stealing growth from its
major partners, the benefits from UK posi-
tive employment and cheaper commodity
prices have run out leaving the BoE worried
about deflation and postponing any inter-
est rates hike further into 2016, possibly
beginning of 2017. 

On a more positive note, this week’s
retail sales volumes were up 1.7 percent
from the month before, beating forecasts
for growth of 0.5 percent. On the year, sales
volumes were up 5 percent, better than the
3 percent growth forecast. The amount
spent was also up on the year, by 1.4 per-
cent. 

For now, investors are likely to shy away
from the UK as concerns over Brexit risk, a
tighter local fiscal policy in 2016, and a con-
tinuation of weakness in emerging markets
are keeping a pessimistic view on interest
rates path.

Bank of Japan 
This Friday, Bank of Japan surprised

markets by keeping policy unchanged at its
current level of •80 trillion expansion.

Markets initially reacted positively to the
more surprising news that the BoJ is to
make additional purchases of exchange
traded funds on top of the current •3 trillion
of purchases that the BoJ currently makes
each year. The accompanying statement
showed that the Bank’s new additional pro-
gram will have an annual budget of •300
billion and will be initially tied to the major
stock index. The BoJ also announced it will
increase the maximum amount of each
issue of Japanese real estate investment
trust it can buy.  Finally, the BoJ announced
that it is extending the average remaining
maturing of Japan government Bonds pur-
chases to about 7-12 years from the begin-
ning of next year, from 7-10 years currently. 

The BoJ has started to realize the little
extra benefit of increasing purchases from
the current level at least in terms of political
risks associated. Moreover, a weaker yen
from these levels is not likely to significantly
improve exports volumes at the expenses
of being called a currency manipulator. 

The Australian government announced
the budget deficit will be reduced by an
extra $2.3bn in the 2015-2016 fiscal year, as
it trimmed forecasts for the economic out-
look. According to its Mid-Year Economic
and fiscal outlook, the budget deficit is
expected to worsen to $37.4bn, versus the
$35.1bn forecast provided in May.

In different news, the RBA minutes sug-
gested lower interest rates were supporting
household spending and that a weaker
exchange rate is aiding firms, they also
added that a subdued inflation outlook
gives further scope to ease policy further

The latest retail sales out of china show
that the number rose by 11.2 percent on a
yearly basis setting a ten-month high.
Industrial production was up 6.2 percent
also while fixed asset investment was
unchanged at 10.2 percent on a yearly
basis. These indicators suggest positive
momentum ahead for the Chinese econo-
my. 

In other news, the PBoC published last
week a new trade weighted exchange rate
index for the Renminbi. The statement
released said that the intention of this was
to ‘shift how the public and the market
observe the RMB exchange rate move-
ments. The statement goes on to say that it
would be more appropriate to measure the
performance of the RMB against both the
US Dollar and also the basket of trade
weighted currencies. 

The PBoC expects the new basket of
currencies to be a more explicit reference in
setting the value of the RMB in the future.
Most importantly, they see this as a signal
that China does not intend to engage in
competitive devaluation. 

Given the strength of the US dollar, mar-
kets have started to assume that the PBoC
is trying to use the basket as a justification
to further weaken the renminbi and prop
up the Chinese economy
Kuwait
Kuwaiti dinar at 0.30365
The USDKD opened at 0.30365 yesterday
morning.
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Al-Tijari announces 

winners of Al-Najma 

Account draw

KUWAIT: Commercial Bank of Kuwait held the Al-Najma
Account draw yesterday. The draw was held under the supervi-
sion of the Ministry of Commerce & Industry represented by
Saquer Al-Manaie.

The winners of the Al-Najma daily draw are:
Jawad Abdullah Al-Harz-KD 7000,  Layla Mohammed

Ashkanani-KD 7000,  Sabry Abdulsattar Abdulmaoujood-KD
7000, Digna Lacuata Boniog-KD 7000, Fatma Jassim
Mohammad Mothfar- KD 7000.

The Commercial Bank of Kuwait announces the biggest
daily draw in Kuwait with the launch of the new Najma
account. Customers of the bank can now enjoy a KD 7,000 dai-
ly prize which is the highest in the country and another 4
mega prizes during the year worth KD 100,000 each on differ-
ent occasions: The National Day, Eid Al Fitr, Eid Al Adha and on
the 19th of June which is the date of the bank’s establishment.

With a minimum balance of KD 500, customers will be eligi-
ble for the daily draw provided that the money is in the
account one week prior to the daily draw or 2 months prior to
the mega draw. In addition, for each KD 25 a customer can get
one chance for winning instead of KD 50.

Commercial Bank of Kuwait takes this opportunity to con-
gratulate all lucky winners and also extends appreciation to
the Ministry of Commerce and Industry for their effective
supervision of the draws which were conducted in an orderly
and organized manner.

KUWAIT: In a much anticipated move, the
Federal Reserve raised interest rates for the first
time in almost eight years to a new target range
of 0.25 percent to 0.5 percent, up from zero to
0.25 percent since 2008. According to the official
statement, the rate hike would be followed by a
gradual tightening based on higher inflation lev-
els in the forecast period. According to the offi-
cial forecast, a rate of 1.375 percent is expected
at the end of 2016, implying four 25 bps increase
in the target range next year. The move by the
Fed was seen as one of the loosest fiscal tighten-
ing measures sending a dovish signal to the mar-
ket. The marginal increase also sent a positive
signal, especially for the equity markets, as it
gave depositors a marginally higher interest
earnings, stemmed investor confidence in the
economy and expectations of a little bit higher
prices in the near term.  

Following the US Fed rate hike announce-
ment, Saudi Arabia, Kuwait and Bahrain raised
their benchmark rates. Saudi Arabia raised its
overnight reverse repo rate by 25 bps to 50 bps
but left its benchmark repo rate unchanged at
2.0 percent. Meanwhile, the Central Bank of
Kuwait (CBK) raised its benchmark discount rate
by 25 bps to 2.25 percent, whereas Bahrain,
while keeping the repo rate unchanged at 2.25
percent, raised its overnight interest rate by 25
bps to 0.5 percent and its rate for one week also
by 25 bps to 0.75 percent.  

The move by the three Gulf countries was
expected since the GCC countries have pegged
their respective currencies against the USD (with
the exception of Kuwaiti Dinar which is pegged
against a basket of currency dominated by the
USD). The rate hike, as also highlighted by Fitch
Ratings, is primarily to maintain the currency peg
and does not represent any urgency or
fiscal/monetary pressure. On the other hand,
absence of a rate increase would have put pres-
sure on the local currencies and in the longer run
lured investors to sell their local assets in the gulf
region and invest in higher-yielding dollar-based
investments.  

The rate hikes comes at a time when gulf
economies are suffering from a severe economic
slowdown due to the excessive dependence on
oil revenues. Also, banks in the gulf region have
been hit with tightening liquidity conditions in
the recent months owing to the decline in oil
prices. The decline in oil revenues has affected
the flow of oil money flowing in the form of bank
deposits. Moreover, higher interest rates on bank
loans would act as a deterrent for borrowers in
the region. Clearly, changes in the benchmark
rate affect the behavior of consumers and busi-
nesses, as well as the stock market, although the

impact on the latter is not immediate.  

Brace for further impact
Although gradually, interest rates in the US

are expected to rise significantly in the near term.
According to the official expectations, the medi-
um term rates are expected to reach above 3
percent by as early as 2018, whereas the longer
term rates are expected to remain slightly higher
but within the 3-4 percent range. According to
the Fed’s December Summary of Economic
Projections, the median monetary policymaker
believes that it would be appropriate for the fed-
eral funds rate to end 2016 at close to 1.4 per-
cent. Markets would be in for a surprise if, as per
the indications of the dot plot, the Fed increases
the rate four times during 2016. Nevertheless,
the average expectations of policymakers have
declined as compared to the September-15
meeting.  The average expectation by the end of
2017 is at 2.4 percent as compared to previous
expectation of 2.6 percent. Similarly, the average
rate projection for 2018 is 3.2 percent, down
from 3.3 percent previously. Moreover, according
to Bloomberg, markets are expecting a much
slower pace of increase to reach just about 1 per-
cent by the end of 2016.  

Immediate impact 
The marginal increase in rates would is

expected to have minimal impact on gulf
economies in the near term. Its effect on the
Kuwaiti economy would be insignificant in the
short term as it is already priced across asset
classes such as equities, bonds and real estate.
However, subsequent rate hikes, as indicated by
the Fed Reserve, would result in higher financing
costs for corporates and therefore would in turn
affect corporate profitability and performance in
the long-run. It would also keep oil and com-
modity prices under pressure. Moreover, the
apparent flow of higher interest earnings (higher
NIM) to banks would fade as demand for financ-
ing declines amid higher borrowing costs (it will
affect their loan portfolio growth). Consequently,
the spread between the yield on investment and
the benchmark rate will narrow. Higher rates
would affect capital expenditure and will slow
down the pace of growth which in turn will spill
over to the economy and stock market causing
less attractive prices. Lack of growth in the busi-
ness along with higher financing cost will affect
corporates topline and bottom-line results which
will lead to sell-offs and therefore drive stock
prices down. 

Inflation levels in control
Kuwait has maintained inflation levels in a

very tight range of 1-3.5 percent over the past
few years. This is an ideal range as also targeted
by the US Fed and other central banks globally.
A higher rate would result in lower inflationary
pressure that would in turn result in lower real-
ization for producers. The Kuwaiti government
has announced an ambitious capital spending
plan for the next five years. Governments’ bor-
rowing costs are also likely to increase that
would affect infrastructure spending plans in
the long run adding to the headwinds facing
economic growth. But we feel Kuwait has
enough financial cushion to overcome this
issue. Kuwait inflation was recorded at 3.2 per-
cent as of last quarter and KAMCO Research
expects it to trend at the 4 percent mark espe-
cially when the government starts budget
rationalization and gradually introduce taxes.  

The benefits 
Higher cost of financing by the end of 2016

would force corporates to look at other modes
of funding. With the current rate hike, cost of
bank borrowing will increase for businesses and
consumers by at least 12.5 percent. This would
provide a push to equity and fixed income
financings. On the other hand, higher bench-
mark rate would increase the yield on bonds
and therefore bonds will be selling at a dis-
count, which will be more attractive to investors
particularly since equity markets have been
extremely volatile over the past one year and
are expected to remain so in the next year. In
terms of sector performance, the hike would
decrease discretionary consumer spending put-
ting pressure on businesses in these sectors. It’s
likely that businesses in defensive sectors such
as education and healthcare to do better as
they will be able to pass these increases to the
consumer. Businesses with excess cash are likely
seek acquisitions in order to continue growing
which will spur M&A activities. As for consumers
who might be facing decline in their disposable
income, savings and capital protected invest-
ments shall be increasing gradually to create
positive inflation-adjusted returns.  

Positive indications
If we look at the opposite view, raising of US

rates shows strengthening of US economy
which being the biggest economy will have
positive bearing on the global economy and
trade. On the energy markets too it will have a

lag effect and the markets can react positively.
Also taking in a positive view the borrowers
who might be sitting without action thinking
that rates will remain low will now start to raise
debt so that they can raise at lower rates rather
than later so we might see more debt issuances
and the corporates might hasten their capital
expenditure using the lower yielding debt. This
can prove to be good for capital expenditure
and corporate actions such as M&A which use
debt. 

Despite the fall in oil prices, Kuwait and most
of the other GCC economies have adequate fis-
cal and monetary tools to  deal with monetary
policy changes in the US as well as within the
region. Measures such as reducing subsidies
and introducing taxes have already been imple-
mented or are being seriously planned.
Moreover, in addition to past fiscal surpluses
that are now being drawn to finance capital
projects, the valuation of sovereign wealth
funds of most of the bigger economies in the
GCC (Kuwait, UAE, Saudi Arabia, Qatar) have got
a boost as the USD is strengthening. This should
help in maintaining the creditworthiness of the
economies in the region thereby enabling them
to maintain/support their credit ratings and to
raise additional funds. What is required from
policymakers in the GCC and Kuwait is more
efforts on fiscal prudence along with monetary
policies so that we can create a more broad-
based growth economies. 

The government has already initiated the
implementation of infrastructure projects to
energize the private sector to share the burden
of creating sustainable jobs. This will be cou-
pled with an increase in public debt (currently
zero) and new tax regimes in order to fund
these strategic projects. We shall see more stock
market delistings, mergers to rationalize operat-
ing costs and over performance of defensive
sectors. In light of possible further devaluation
of Kuwaiti Dinar (expected KWD/USD of 310
fils), investments denominated in major foreign
currencies shall witness an increase across the
main asset classes such as equities, fixed
income and real estate.  

It is all about relative value or spreads above
the discount rate. As discount rate increase,
asset prices decrease assuming spreads remain
the same. Nevertheless, these spreads repre-
sent the premium investors seek to compensate
them for taking the risk. During times of expan-
sion like the current environment, spreads usu-
ally contract as excess capital needs to be
invested in profitable venues. We shall witness
more rational decision making leading to find-
ing bargains in equities and real estate. 

Fed rate hike to have minimal 

impact on Gulf economies

Lew: Congress missed 

‘crucial’ chance to 

help Puerto Rico

WASHINGTON: US President Barack Obama’s administration
slammed Congress for passing a fiscal 2016 spending bill
Friday that lacked assistance to Puerto Rico, as the US territo-
ry battles a debt crisis.

“Congress missed a crucial opportunity to provide Puerto
Rico with meaningful tools to address its fiscal crisis,” Treasury
Secretary Jacob Lew said in a statement.  “The administration
has been clear that the situation in Puerto Rico is urgent.” The
Caribbean island is saddled with unpayable debts of over
$70 billion.  Earlier in December the governor of Puerto Rico,
Alejandro Garcia Padilla, asked the US Congress to pass a law
that will allow Puerto Rico to declare bankruptcy. The Obama
administration has repeatedly said it will not bail out Puerto
Rico, but it has strongly supported bankruptcy legislation to
allow an orderly debt restructuring under court supervision.

“Providing restructuring authority to the people of Puerto
Rico will require Congress to confront difficult interests and
tough issues, but it is essential to protect the 3.5 million
Americans who live in the commonwealth.  The administra-
tion remains committed to working with Congress to address
this crisis,” Lew said. Puerto Rico was able to accumulate a
massive amount of debt due to US laws that made the debt
tax-free for investors who were promised that the island
could never default. Despite the inflow of funds in the 2000s,
the Puerto Rican economy sank into recession and has not
recovered for a decade. — AFP
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