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Despite the latest dismal GDP report and the
UK’s “Brexit” vote, markets have in general
trended higher and have reached levels

close to all time high in the US. The latest job data
have also been so positive that they should have
pointed to a rising interest rates as early as this year.
Yet, the July Fed meeting did not commit to any
interest rates hike in September and markets odds
of rates hike in September still stand only at 22 per-
cent while gold prices continue to move higher as a
result of additional easing measures adopted by
the other global central banks.

For the remainder of the summer, two important
events are likely to shape investors’ sentiments. The
Fed Chair Yellen’s speech at Jackson Hole on August
26 and the August employment report, released on
September 2nd . As the situation continues to point
to a stronger USD, the latest economic data from
China have soften during the past week suggesting
that the Chinese economy continues to have diffi-
culties moving to a consumption led society. With
both industrial production and retail data falling
short of expectations, global investors remain
unconvinced over the growth path of the Chinese
economy despite all the efforts of the PBoC.

On the currency front, the Euro remained sub-
dued against the US dollar as the divergence in pol-
icy between the Fed and the ECB continues to dic-
tate the movement in the pair. The Euro opened the
week at 1.1086, reached a high of 1.1192 given the
holidays liquidity and in the absence of significant
data releases. The currency ended the week at
1.1162.  After the BoE cut interest rates last week,
and committed to buying additional government
bonds, interest rates in the UK continue to drop,
making investors shun the Sterling pound. The cur-
rency opened the week at 1.3097 dropping
throughout the week towards the lows of 1.2900.
The currency ended the week at 1.2920.

In Japan, the USD/JPY remained subdued
throughout the week following the Mountain Day
holiday celebrated for the first time this year. After
opening the week at 102.45, the currency traded in
the narrowest range this summer and ended the
week at 101.30.

On the commodities side, Crude and Brent con-
tinue to be volatile starting the week at 44.27 and
43.02 and ending the week at $44.49 and $46.97
respectively. Although inventories in the US rose by
1.1 million versus a forecast of negative 1.025 mil-
lion, markets were cheerful over the Saudi com-
ments that they may look to stabilise supply which
spurred big gains for the oil exporting currencies. 

The comments from Energy Minister Khalid Al-
Falih that they would “take any action to help” the
crude market have been optimistically jumped on
by investors, however, markets quickly turned their
focus on the next OPEC meeting in November
before deciding on the next move. 

One hike this year?
The According to San Francisco Fed President

John Williams,  the Federal Reserve should raise
interest rates further this year reflecting on the
improved labor market conditions and the likeli-
hood that inflation is heading higher. “As the econ-
omy gets closer to its goals, we can again pull our

foot off the gas a bit and hopefully execute a nice,
soft landing over the next couple of years.” 

Asked if the Fed’s gradual rate increases should
include any rate hikes this year, Williams said, “In my
view, it does.” At the beginning of the year, Williams
expected the Fed to raise rates several times in
2016, but global events have caused him to pencil
in “a little more gradual pace of increases,” he said. It
is interesting to note that Williams is not a voter this
year on the Fed’s policy-setting panel, but his com-
ments are closely watched because his views are
seen as reflecting those of Fed Chair Janet Yellen. 

Bernanke’s view
The former chairman of the US Federal Reserve,

Ben Bernanke, can’t see a rise in interest rates any-
time soon. Bernanke explained that most Fed offi-
cials have been proved to be wrong on their eco-
nomic forecasts over the past several years. They
anticipated that economic growth would be
stronger, while both the unemployment rate and
the natural level of interest rates would be higher. 

According to the former chairman, “It has not
been lost on Fed policymakers that the world looks
significantly different in some ways than they
thought just a few years ago, and that the degree of
uncertainty about how the economy and policy will
evolve may now be unusually high.” 

For investors, it has been unclear which data
Yellen and her colleagues watch, as unemployment
has fallen well below the Fed’s target level, the
economy has managed steady growth, and stock
market levels set new records, spurring worries of
asset bubbles.

Strong JOLTS report 
According to the Job Openings and Labor

Turnover Summary (JOLTS) report, job openings in
the US edged steadily higher in June. There were
5.6 million job openings in June, little changed
from 5.5 million job openings in May. The monthly
report is closely followed by the Fed to assess the
health of the labor market. Job openings have been
elevated throughout 2016 as employers are hunt-
ing for qualified employees in a labor market that’s
getting close to full employment. The problem

remains that June’s openings were concentrated in
what are often low-paying service industries.
Retailers were recruiting for nearly 600,000 posi-
tions, while accommodation and food services
employers were looking to fill nearly 700,000
vacancies.

Eurozone activity slows
The Eurozone industrial production fell back 1.2

percent on a monthly basis in May, reversing the 1.4
percent rise for April and raising concerns of slug-
gish growth. According to the report, production of
energy falling by 4.3 percent, capital goods by 2.3
percent and durable consumer goods by 1.4 per-
cent were the main reasons behind the drop.

Industrial production rose 0.5 percent on a year-
ly basis in the Euro zone. Across the 28-member
Union industrial production fell 1.1 percent in May
after a 1.5 percent increase in April.

The largest falls inside the Euro zone showed
Dutch industrial production dropping 7.8 percent
in May, by 4.4 percent in Portugal and 4.3 percent in
Greece. Britain’s manufacturing sector continued to
shrink although moderately, falling 0.3 percent on a
monthly basis in June following a 0.6 percentde-
crease in May. Expectations were for a decline of 0.2
percent. Manufacturing production rose  on the
other hand 0.9 percent versus a 1.5 percent rise the
previous month. Industrial production as a whole
rose 0.1 percent in June compared to May, when
output fell 0.6 percent in line with expectations. 

Last week, the Bank of England cut interest rates
and re-started bond purchases to cushion the
economy against a potential downturn following
the Brexit vote. For now, most MPC members
expect to cut rates further and there are strong
indications that some members were keen to ease
further in August. Yet negative UK policy rates seem
unlikely in the near future as mentioned by Mark
Carney BoE governor. At the Inflation Report press
conference, the Governor re-iterated that he is “not
a fan” of negative interest rates and is aware of their
possible adverse implications. The MPC currently
judges that the lower bound is “close to, but a little
above, zero”, and most members expected a further
cut before the end of the year.

China decelerating 
As mentioned earlier in the report, economic

data from China have soften in the past week
adding to a raft of indicators suggesting the
Chinese economy is having difficulties moving to a
consumption based society. Industrial production
and retail data fell short of expectations for the
month of July with retail sales up by 10.2 percent in
July compared with a year earlier, still below fore-
casts and a fall from the 10.6 percent increase in
June.   Industrial production on the other hand rose
by 6 percent compared with the same period the
previous year and was also weaker than analysts’
expectations.  Infrastructure spending also fell
short of forecasts coming at 8.1 percent compared
to 8.9 percent expected and from 9 percent in the
January to June period. This is the third consecutive
month of growth below 10 percent and the weak-
est year-to-date growth since December 1999, sug-
gesting the effects of a credit boom in the first
quarter are fading.

While China’s consumption remains strong,
investment and net exports are slowing. Trade data
this week showed a further drop in exports and a
higher-than-expected decline in imports, suggest-
ing sluggish demand at home and abroad. Exports
were down 4.4 percent on a yearly basis while
imports were also down by a large 12.5 percent on
a yearly basis. Japan’s core machine orders rose
more than forecast in June, making up for a decline
in May. Core machine orders increased 8.3 percent
on a monthly basis in June, above the consensus of
+3.2 percent and above May’s -1.4 percent.
According to the report, companies predict a 5.2
percent rise in 3Q core orders. On a yearly basis,
capital orders dropped 0.9 percent in June, better
than May’s -11.7 percent and consensus forecast of
-4.5 percent. Overseas demand climbed 10.8 per-
cent month on month, however without fully
recovering from the drop of 14.8 percent in May.

During he last BoJ meeting, officials decided to
raise their ETF purchases by JPY 2.7 tril l ion.
Moreover the BoJ will establish a new facility to
lend Japanese Government Bonds to banks, and
officials doubled the USD lending program to $24
billion.  We believe that Prime Minister Shinzo Abe’s
28 trillion Yen stimulus package is likely to start
supporting the economy. It could potentially sup-
port capital expenditure while offsetting weakness
in foreign orders. 

Australia’s worried over China
Australian Business Confidence dipped in July,

coming in at +4 compared to +6 in the previous
month indicating that business sentiment remains
high resulting from the quiet economic sentiment
in China. Australian consumers however are not
sharing the same optimism according to the
Westpac Consumer Sentiment survey. The indicator
posted a sharp drop of 3.0 percent in July and has
managed just two gains in 2016.  On the labor
front, Australian unemployment rate edged up
from 5.7 percent to 5.8 percent while the Reserve
Bank of Australia has said to be closely monitoring
inflation and employment data. If these indicators
fail to improve, the bank could cut rates again
before the end of 2016. 

Will Fed ever be able to raise rates?
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KAMCO Oil Market Monthly Report 
KUWAIT: A number of developments kept the
oil market on its heels during August-16 that
included a 2.1 million increase in US crude oil
inventory during the week ending 5-Aug-16,
according to the API. Rig count also saw the
biggest jump in 2016 and rose for the seventh
straight week. On the other hand, the EIA
raised the production forecast for US oil pro-
ducers indicating a slower than expected
decline in US oil output as US oil producers are
proving more resilient to oil prices. The agency
also lowered the average US oil price forecast
for 2016 to $41.16/b from $43.57/b and for
2017 to $51.58/b from $52.15/b. A similar fore-
cast was made by IEA that lowered global
demand outlook for 2017 by 0.1 mb/d due to
the expected macroeconomic factors. 

Oil Prices 
Oil supply concerns continued during July-

16 led by developments on rising crude inven-
tories in the US and across the globe, includ-
ing China, as well as rising oil production or
resilient oil production in the US. Moreover,
there is a looming concern that as the season-
al maintenance kicks in the US, oil demand will
further decline leading to further pressure on
oil prices. The latest API report highlighted the
biggest crude inventory in over the past three
months with an increase of 2.1 million barrels.
The EIA’s short term energy outlook also point-
ed to figures not supportive of oil prices while
highlighting July-16 production of 8.57 mb/d,
a decline of 180 tb/d and the lowest level
since April-14. In the report, the EIA raised the
production forecast for US oil producers indi-
cating a slower than expected decline in US oil
output as US oil producers are proving more
resilient to oil prices. The agency raised US oil
production forecast to average at 8.73 mb/d in
2016, up from its previous forecast of 8.61
mb/d as it expects higher output with the
expected increase in drilling later during this
year. Its 2017, US oil production forecast was
also raised from 8.2 mb/d to 8.31 mb/d. The
agency also lowered the average US oil price
forecast for 2016 to $41.16/b from $43.57/b
and for 2017 to $51.58/b from $52.15/b. In
terms of rig count, Baker Hughes reported that
US oil rig count saw the biggest jump in 2016
as producers reacted to the temporary rise in
oil price in June-16. This was also the seventh
consecutive week when the company has
reported increase in rig count. Oil fields servic-
es company Halliburton also indicated that
the north American market has turned around
and the company expects a rise in rig count
during the second half of the year. 

In a positive development, spare produc-
tion capacity globally appears to be at negligi-

ble levels, according to US DoE, indicating that
the oil prices may react violently to supply
shocks like the ones seen recently. Moreover,
oil majors are reducing spending as they face
issues with funding and refining margins,
which reached the lowest since 2010 in the
case of BP in Q2-16. 

Average OPEC monthly oil price declined
for the first time in over six months during
July-16 to $42.68/b, a 6.9 percent decline as
compared to the previous month. Brent and
Kuwait Crude also declined at a similar pace
during the month. 

World oil demand 
Total world oil demand growth for 2016

was increased by 30 tb/d from the last month
to 1.22 mb/d and is now expected to reach
94.26 mb/d. The increase comes primarily on
the back of higher-than-expected oil demand
from OECD Europe and Other Asia during the
first two quarters of the years. Road trans-
portation sector continues to drive oil demand
in Europe further supported by the industrial
sector, although petrochemical feedstocks like
naphtha saw a decline. Auto sales in Europe
continues to be positive with 7 percent
increase in registrations, according to ACEA.
On the negative side, the OPEC monthly
report also pointed to the negative impact of
Brexit on oil demand for the remainder of the
year as well as next year. In the Other Asia
region, oil demand continues to be driven by
India further supported by higher demand in
Thailand. Monthly oil consumption in the US
continued to rise since February-16 on the
back of rising gasoline jet/kerosene and fuel

oil requirements partly offset by decline in
diesel oil demand. Nevertheless, according to
the full month data available for May-16, the
increase in demand was lower than the previ-
ous months. Preliminary weekly data for the
next two months, ie June-16 and July-16 also
pointed to 4 percent and 1.7 percent increase
in demand. 

World oil demand growth for 2017 was
kept unchanged and is expected to grow by
1.15mb/d to a new record oil consumption of
95.41 mb/d. The US will continue to remain
one of the major contributors to demand
growth for the OECD countries with an expect-
ed increase of 0.15 mb/d. In addition, both
Mexico and Canada are expected to post
increase in oil demand. In OECD Asia Pacific,
oil demand from 

Japan is expected to slide as a number of
nuclear plants are expected to restart opera-
tions, which will be partially offset by higher
demand in South Korea. The other Asia region
will continue to be a major contributor to this
growth in 2017 on the back of positive eco-
nomic growth in addition to steady retail
prices. In terms of individual contribution,
India is expected to be the biggest contributor
to growth,  whereas Indonesia, Thailand,
Singapore and the Philippines are also expect-
ed to contribute positively to oil demand
growth in 2017. 

World oil supply 
Non-OPEC oil supply growth in 2016 also

saw an upward revision of 90 tb/d in the latest
OPEC report on account of higher-than-
expected production in the US and UK during

2Q-16. Non-OPEC oil supply growth is now
expected to contract by 0.79 mb/d in 2016 to
average at 56.13 mb/d. The report also warned
that although global liquids supply declined in
Q2-16 by 1.06 mb/d q-o-q or 0.30 mb/d y-o-y
to  average 94.6 mb/d, some of the non-OPEC
supply outages seen during the second quar-
ter (that helped the recent oil price rally) is
expected to come back online during the sec-
ond half of the year. The outages include the
Canadian wildfires that affected oil production
in the country. In addition, US rig count and
the end of seasonal maintenance will also sup-
port output. Meanwhile, non-OPEC supply
growth in 2017 was lowered by 40 tb/d and is
now expected to contract by 0.15 mb/d to
average at 55.97 mb/d. The decline comes on
the back of 2016 revision as well as a change
in production expectation for the UK.
Moreover, OPEC continues to expect that
although the decline in upstream investment
by international oil companies has shown less-
er-than-expected impact, the lack of usual
exploration activities for new discoveries and
replacing old fields will result in an accelera-
tion of production declines in the coming
years.  Non-OPEC oil supply growth for 2017
was lowered by 40 tb/d as compared to the
previous expectations and is now expected to
contract by 0.15 mb/d to average 55.97 mb/d.
The new estimates primarily reflect the revi-
sions made to 2016 actuals and forecasts and
also partially due to a change in the UK’s pro-
duction forecast for 2017. 

OPEC oil production & spare capacity 
OPEC oil production remained elevated

during July-16 but declined slightly by 0.3 per-
cent to 33.2 mb/d, according to Bloomberg.
There were minimal changes in production by
individual countries. Most notable was the
decline of 70 tb/d in Nigeria as the country
struggles to overcome the issues in the Niger

Delta region. According to Nigerian National
Petroleum Corporation (NNPC), the country’s
production is down by almost 700 tb/d from a
regular output capacity of 2.2 mb/d when in
fact the government had expected to increase
the production to pre-January levels by
August-16. 

On the other hand, Iran, Iraq, UAE and
Venezuela recorded an output increase of 50
tb/d during the month. According to
Bloomberg, Saudi Arabia continued to pro-
duce at record levels during July-16. However,
we believe, that a majority of the increase in
production was primarily aimed at domestic
consumption in order to deal with the season-
al summer demand where electricity con-
sumption is at its peak in the region and hence
the higher production must have had a mini-
mal impact on international crude supply.
Meanwhile Iran continues to ramp up produc-
tion although further increase in production
would require an investment pegged at $100
billion. A news agency that cited Iran’s oil min-
ister, said that the country’s oil output has
reached 3.85mb/d and is expected to reach
4.6 mb/d over the next five years. 

Another weekly said that Iran is expected
to sign oil contracts worth $25 billion within
two years.  Furthermore, in a continued sign of
the impact of low oil prices on gulf oil
exporters, Abu Dhabi has delayed an estimat-
ed $1 Bn oil and gas development project,
according to Platts.  The deadline to submit
the technical bids for the said project was in
the last week of July, but it was pushed back,
essentially putting the project on hold.
Venezuela, on the other hand, continues to
struggle to ramp up production due to the
political and economic crisis in the country.
The country’s oil output is the lowest in about
four decades and this has prompted the gov-
ernment to push for an OPEC meet to check
OPEC output. 

Oil oversupply concerns resurface as prices rise


