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WASHINGTON: In this angry election year,
many American voters are deeply skeptical
about free trade - or downright hostile to it.

The backlash against trade threatens a pillar
of US policy since World War II: Through trade
pacts and institutions like the World Trade
Organization, the United States has sought to
rip down barriers to global commerce, includ-
ing quotas and taxes on imports.

Economists argue that the benefits of free
trade outweigh the costs. Imports cut prices for
consumers, and exposure to foreign competi-
tion makes American firms and the overall U.S.
economy more efficient. There’s a geopolitical
angle, too: Countries that do business with
each other are less likely to go to war. Free
trade, it seemed, paid off.

But doubts lingered, especially as China
emerged as an economic power. China over-
whelmed the world with hundreds of millions
of low-paid factory workers who could crank
out products for less than just about anybody
else. And critics charge that China doesn’t play
by the rules - unfairly subsidizing exporters,
manipulating its currency to give them a com-
petitive edge and condoning the theft of US
trade secrets. Whatever the reasons, the United
States last year ran a $334 billion trade deficit
with China - a big chunk of America’s $500 bil-
lion total trade deficit.

Even economists are having second

thoughts. David Autor of the Massachusetts
Institute of Technology, Gordon Hanson of the
University of California, San Diego, and David
Dorn of the University of Zurich looked at the
American workers most exposed to competi-
tion from China. They got an unpleasant sur-
prise. Instead of finding jobs in newer, growing
industries, as economic theory dictated,
Americans thrown out of work by the “China
shock” bounced from job to job and suffered a
drop in lifetime pay. China’s rise has “chal-
lenged much of the received empirical wisdom
about how labor markets adjust to trade
shocks,” they concluded.

WHERE THEY STAND
Presidential candidates Donald Trump and

Hillary Clinton oppose the trade agreements
that are a hallmark of US economic policy.
Clinton has broken with President Barack
Obama by opposing the Trans-Pacific
Partnership, an agreement that Obama’s
administration hammered out with 11 Pacific
Rim countries (excluding China) and that
awaits congressional approval. Awkwardly for
Clinton, she had called the agreement the
“gold standard” for trade deals when she was
Obama’s secretary of state.

Trump vows to tear up existing trade deals,
such as the North American Free Trade
Agreement with Mexico and Canada, and to

slap huge tariffs on Chinese imports. He traces
America’s economic problems to bad trade
deals reached by clueless US negotiators out-
foxed by craftier foreigners. The author of “The
Art of the Deal” says he can do better.

WHY IT MATTERS
Foreign competition is one reason America

has lost 3.4 million factory jobs since China
joined the World Trade Organization and
became a bigger part of global trade in 2001.
It ’s also partly responsible for stagnant
American wages. Adjusting for inflation, US
households earn less than they did in 1997.

But trade isn’t the only culprit: Technology
allows factories to cut jobs and still increase
production. Despite the campaign rhetoric,
trade deals have far less impact on jobs than
forces such as automation and wage differ-
ences between countries. 

The controversial Pacific deal, for instance,
probably would have a negligible impact on
American employment, the International Trade
Commission concluded.

Trump’s plans to impose punitive tariffs
would risk setting off a trade war and driving
up prices for American consumers. Pulling back
from trade agreements could also reduce
America’s diplomatic influence. The Pacific
agreement, for instance, is aimed partly at
countering China’s clout in Asia. —AP

After weeks of markets anticipating the
Jackson Hole speech, main points raised
by Fed chair Yellen were the fact that the

case for the next rate increase has “strength-
ened” in recent months as the US economy has
approached the central bank’s goals on full
employment and stable prices. Although she did
not give specific timing of the next move, she
mentioned that the FOMC continues to antici-
pate that gradual increases in the federal funds
rate will be appropriate over time to achieve and
sustain employment and inflation near our
statutory objectives. Subsequently, markets
repriced the odds of the Fed moving interest
rates higher to 42 percent in September and 65
percent in December. 

Subsequently, the puck was passed to Bank
of Japan’s Kuroda who mentioned the BoJ will
act decisively as we move on and will carefully
consider how to make the best use of the policy
scheme in order to achieve the price stability tar-
get. The “zero lower bound is no longer insur-
mountable” as a policy constraint “in practice”; “It
is natural to assume another lower bound exists,”
and the current rate is “still far from such a lower
bound.” 

Benoit Coeure added that the European
Central Bank will fulfill the price stability man-
date given to them by the Treaty”; “But if other
actors do not take the necessary measures in
their policy domains, they may need to dive
deeper into our operational framework and
strategy to do so

Equity markets were initially hit on the back
of concerns about a Fed hike in September, but
recovered a bit of the losses by the close of the
market on Friday to finish the week on average
down less than one percent. 

On the currency front, the US dollar index ini-
tial move was a spike higher. Then on inspection,
the dollar reversed, however managed to end
the week higher at 95.59 after Yellen’s speech.
Market confusion continues demonstrating the
division of opinions amongst the FOMC mem-
bers. Esther George continues to push her dis-
senting view for a hike, having voted for a move
in July. Meanwhile, Robert Kaplan said the Fed

should raise interest rates “patiently, and gradu-
ally, and cautiously”. 

The euro opened the week at 1.1302 against
the US dollar and managed to reach a short lived
high at 1.1354. The pair slowly weakened as
speculations heightened over further stimulus
measures by the ECB and the strong coming US
data. The currency closed the week at 1.1200.

The pound sterling opened the week at
1.3058 and reached a low of 1.3026 against USD.
However, the pound quickly recovered as UK Q2
GDP second estimate, confirmed solid growth in

the Brexit quarter. The currency closed the week
at 1.3140 on the back of a stronger dollar.

In Asia, the Japanese yen remains as a safe
haven for investors and keeps on extending its
value compared to the other currencies. The
outperformance on the yen continues to pres-
sure Japanese equities as it takes its toll on
exports.  The USDJPY opened the week at
100.41 and managed to reach a low of 99.91.
The pair  c losed the week at  101.85 after
Yellen’s speech perceived as relatively hawkish.

On the commodities side, oil extended its

WASHINGTON:  Long-term US mortgage
rates didn’t budge this week, remaining at
historically low levels that continue to lure
prospective home buyers.

Mortgage giant Freddie Mac said that
the average for the benchmark 30-year
fixed-rate mortgage was 3.43 percent,
unchanged from last week. The average
rate is down from 3.84 percent a year ago,
and is close to its all-time low of 3.31 per-
cent in November 2012. The 15-year fixed
mortgage rate stayed at 2.74 percent.
Financial markets appeared unhappy after
a speech by Federal Reserve Chair Janet
Yellen Friday at an annual conference of
central bankers although she gave some
clues on a possible interest-rate increase. To
calculate average mortgage rates, Freddie
Mac surveys lenders across the country at
the beginning of each week. The average
doesn’t include extra fees, known as points,
which most borrowers must pay to get the
lowest rates. One point equals 1 percent of
the loan amount.

The average fee for a 30-year mortgage
rose to 0.6 point this week from 0.5 point
last week. The fee for a 15-year loan was

unchanged from last week at 0.5 point.
Rates on adjustable five-year mortgages
averaged 2.75 percent, down from 2.76
percent last week. The fee remained at 0.4
point.  Lawyers for accounting giant
PricewaterhouseCoopers and a defunct
mortgage company ’s creditors and
investors have reached a settlement in a
lawsuit involving audits at a failed
Alabama bank.

Attorneys from both sides confirmed via
email Friday that the case involving the $5
billion lawsuit was settled “to the mutual
satisfaction of the parties.” The case went to
trial in Miami earlier this month and was
expected to last six weeks. The lawsuit
claimed PricewaterhouseCoopers should
have detected massive fraud at Colonial
Bank of Montgomery, Alabama. It claimed
the estimated $21 billion fraud was orches-
trated by top executives at the shuttered
mortgage firm Taylor, Bean and Whitaker of
Ocala, Florida.

Six Taylor Bean senior executives and
two Colonial employees were convicted of
federal fraud crimes and sent to prison.
Colonial was shut down in 2009. — AP

Why it matters: Free trade

Average US 30-year 
mortgage rate 

unchanged at 3.43%

Case for higher interest rates has strengthened 

SAN PEDRO: With some cargo loading cranes in the upright and idle position, are seen in this view from the San Pedro area of Los
Angeles. In this angry election year, many American voters are skeptical about free trade, or hostile to it. The backlash threatens a pillar
of US policy. —AP

losses as US crude and gasoline inventory
unexpectedly rose to 2.5 million barrels
versus a forecast of -0.5 million.
Furthermore, analysts claimed that the oil
price rally in August was over exaggerated
and proposed oil production freeze at cur-
rent near-record levels would not help
decrease an oversupplied market.
Moreover, gold stands at a one month low
as investors remain vigilant  after Yellen’s
speech. Gold prices are highly sensitive to
rising US interest rates, which increases the

opportunity cost of holding a non-yielding
asset. Gold prices reached a low of
$1317.46

US new home sales 
New home sales in the US surged to the

highest in nearly eight years in July as
home builders picked up the pace while
buyer demand remained strong. New
home sales jumped tremendously by 12.4
percent to 654,000 in July to the highest in
nearly eight years as the demand for new
homes remained resilient. The new figures
are 31.3 percent higher than a year ago and
easily beat the forecasts of a 581,000.

US existing home sales lost momentum
in July and decreased by 3.2 percent m/m
to 5.39 million (annualized) after reaching a
post-recession high of 5.57 million in June.
Sales dropped for the first time since
November 2015, as a lack of inventory lim-
ited the choices for buyers. On the other
hand, a rise in prices suggests the housing
market remains on solid ground. Sales of
single-family homes fell by 2 percent m/m
to 4.82 million. However, the market
remains in short supply, which is keeping
pressure on home prices. Median prices
advanced by 5.3 percent y/y, up from a 4.8
percent pace in June. 

US durable goods  
Orders for business equipment climbed

in July for a second month, which indicates
that US companies are willing to invest
more in the economy. Durable goods
orders impressed with sharp gains of 4.4
percent, compared to the forecast of 3.4
percent. This marked the strongest gain
since January. The positive readings point
to stronger demand for durable goods,
which translates into an increase in new
jobs in the near future of the business sec-
tor. Moreover, core durable goods orders
rebounded after two declines, posting an
excellent gain of 1.5 percent. The latest
data easily beats the market forecast of 0.4
percent.

The number of Americans who applied
for unemployment benefits last week

dropped by 1,000 to 261,000 and remained
near post recession lows, indicating a
healthy labor market in which few people
are losing their jobs. The average of new
jobless claims over the past month
dropped by 1,250 to 264,000, the Labor
Department said. There were no special
factors impacting this week’s initial claims.
Claims fell below the key 300,000 thresh-
old in early 2015 and have remained there
for 77 straight weeks, the longest streak
since 1970.

The US economic growth was a bit
more sluggish than initially thought in
the second quarter. US growth expanded
at a 1.1 percent annual rate in its second
estimate of GDP. That was slightly down
from the 1.2 percent rate reported last
month. The revision also reflected weak
spending by state and local governments
and the economy has struggled to regain
momentum since output started slowing
in the last six months of 2015. The third
quarter data so far has been mixed a
strong labor market should continue to
support consumer spending and growth
in the coming quarters.

Europe & UK
The eurozone service Purchasing

Managers’ Index inched up to a seven-
month high to 53.1 in August, from a 52.9
in July, concluding that the Euro economy
continues expanding at a steady pace. On
the other hand, the manufacturing
Purchasing Managers’ Index fell to 51.8 in
August from a 52 in July. The strong growth
in France helps the Euro zone stay steady
but growth rates is slow in Germany,
although it is still expanding. 

German business sentiment surprisingly
fell to the lowest level in six months in
August in a sign that companies are still
weighing the consequences of Brexit on
future demand. The Munich-based Ifo insti-
tute’s business climate index dropped to
106.2 in August from 108.3 in July. That’s
the lowest since February. The market fore-
cast was for an increase to 108.5. With the
UK acting as Germany’s third-largest export
market, weaker demand there has the
potential to damp output in Europe’s
largest economy. 

UK economy grows 
The UK GDP rose to 0.6 percent in the

second quarter of 2016 from a 0.5 percent
in the first quarter, aligned with the expec-
tations of analysts and up by 2.2 percent
y/y. British consumers and businesses
showed no signs of weakness in their
spending ahead of the country’s Brexit vote
in June, although It is still too early to see
the effects of Brexit on the UK and its busi-
ness partners. Meanwhile, business invest-
ment unexpectedly climbed up by a sea-
sonally adjusted 0.5 percent in the second
quarter versus a forecasted decline of 0.8
percent. Year-on-year, business investment
fell by 0.8percent  in Q2, compared to a
forecasted drop of 1.4percent  as foreign
investors are taking advantage of new
investments after Brexit which led to a
weaker Sterling pound.

Japan’s consumer prices index dropped
in July for a fifth consecutive month at an
annualized 0.4 percent pace, following a
0.4 percent drop the previous month. This
increased the pressure on the central gov-
ernment to follow through with Prime
Minister Shinzo Abe’s promise of more
stimulus. Although the government kept
its assessment of the economy unchanged
in August and offered a slightly more
downbeat view on consumer inflation than
last month, as prices slid on weak house-
hold spending and a strong yen pushed
down import costs. The Bank of Japan
expanded its ETF purchase program at its
July 29 policy meeting, but stopped short
of reducing interest rates. The BOJ’s next
meeting is scheduled for 21 September.
Analysts widely expect the BOJ to increase
the stimulus package.

Kuwait
Kuwaiti dinar at 0.30155
The USDKWD opened at 0.30155 yester-

day morning.


