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The US Federal Reserve officials held off
raising interest rates in September even
though they said there was a reasonable

argument for moving, according to the meet-
ing minutes released October 12. 

At their September 20 meeting, the
Federal Open Market Committee voted 7-3 to
leave interest rates unchanged. The minutes
showed that several of those who supported
the decision to wait on tightening policy, said
the decision was a “close call” and several also
indicated it would be appropriate to raise
rates “relatively soon.” 

The wording emphasized that the case for
an interest-rate hike had strengthened, but
that the Fed policy committee had decided,
for now, to wait for “further evidence” of con-
tinued progress toward full employment and
faster inflation. 

Following the minutes’ release, investors
continued to see about 60% chance of a rate
increase in December, based on prices in feder-
al funds futures contracts. As for November’s
meeting scheduled a week before the US presi-
dential election, markets are pricing about 9
percent chance of a move. It seems the market
believes the Fed is passing on November and
concentrating on their December meeting for
their last shot at hiking rates in 2016.

Following the release, the President of the
New York Fed, William Dudley advocated for a
hike saying “I think we’re at a point where the
economic expansion has plenty of room to
run,” and that “the best thing that could hap-
pen for the US economy is to grow at a mod-
erate rate for the next five to ten years and
the unemployment rate to stay around 5 per-
cent or lower.” That is the Fed’s aim according
to his statement.

On the currency side, the US dollar contin-
ued to be broadly supported against most
currencies due to a variety of issues. Renewed
Brexit fears, rate hike hopes and markets
volatility pushed the Dollar Index to a seven-
month high at 98.129. 

Furthermore political instabilities in vari-
ous emerging markets have also seen the USD
reach highs against many currencies. South
African Finance Minister Pravin Gordhan was
summoned to appear in court on fraud
charges on November 2 leading the market to
re-price the probability of sovereign rating
downgrade. 

In Turkey, the USD reached a high at 3.1128
TRY with weakness driven by political uncer-
tainties after the attempted coup on the 15 of
July. However, the real domestic driving force is
the market’s fear that the Turkish central bank
may cut rates too aggressively as the economy
continues to slow down.

In the UK, economic data has held up well

since the referendum however, hard Brexit
fears have recently been reignited hitting hard
the currency. European Council President
Donald Tusk warned that the EU would not
compromise on its insistence that freedom of
movement will be a condition for Britain’s
access to the single market and that UK cannot
reap benefits of EU membership while barring
European immigrants and rejecting EU courts’
authority. In his words, Tusk said “the brutal
truth is that Brexit will be a loss for all of us.
There will be no cakes on the table for anyone.

There will be only salt and vinegar.” The
GBP/USD continued its downward trend trad-
ing in tight ranges for most of the week but
managed to move down to 1.2213 after start-
ing the week off at 1.2430.

In the Eurozone, the EUR/USD moved lower
amid the USD continued strength. While
renewed rate hike prospects are not extreme at
60 percent they still helped the currency. The
real focus will be on the European Central Bank
next week and market participants will want to
know whether policymakers have started dis-
cussing the prospects of tapering ECB’s QE. If
Mario Draghi again denies this and delivers a
dovish message, we are likely to see further
losses for the currency. The EUR/USD pair
opened the week at 1.1200 and moved down

to 1.1058 throughout the week.
In Asia, demand for the safe-haven yen

weakened after data earlier showed that
China’s consumer price index rose 0.7 percent
in September, beating expectations for an
uptick of 0.3 percent. Year-on-year, consumer
prices increased 1.9 percent last month, com-
pared to expectations for a 1.6 percent gain.
The positive report eased concerns over global
economic growth after data on Thursday
showed that China’s trade surplus narrowed to
$41.99 billion in September from $52.05 billion

the previous month. The USD/JPY pair opened
the week at 103.00 and moved up to close the
week at 104.18.

Job openings fall
The number of job openings decreased to

5.4 million in August, the US Bureau of Labor
Statistics reported. July’s total job openings fig-
ure was revised lower, from 5.871 million to
5.831 million. On a net basis, that means that
there were 6.65 percent fewer job openings at
the end of summer than in the mid-summer
report. Furthermore, hiring had previously
been on the rise, but it slowed by almost 1 per-
cent in August. Hires were 5.2 million and sepa-
rations were 5.0 million. The report, combined
with last week’s weaker than expected non-

farm payrolls, confirmed that the labor market
is slowing and not as strong as it had been
recently. While the JOLTS report is never a mar-
ket-moving report, it is often closely watched
by the Fed and is a key barometer of economic
conditions, measuring job postings in different
sectors, and the number of hires and layoffs.

Unemployment claims unchanged
In the week ending October 8, unemploy-

ment claims went unchanged from the previ-
ous week’s revised level at 246,000. The previ-

ous week’s level was revised down by 3,000
from 249,000 to 246,000. The four week mov-
ing average was 249,250, a decrease of 3,500
from the previous week’s revised average. This
is the lowest level for this average since
November 3, 1973 when it was 244,000. The
previous week’s average was revised down by
750 from 253,500 to 252,750.

Retail sales rebound
Retail sales climbed in September by the

most in three months, showing American
shoppers began to spend freely again after
shying away from merchants earlier in the
quarter. The 0.6 percent advance followed a
revised 0.2 percent decline in August,
Commerce Department figures showed Friday.

The core sales figure, used to calculate gross
domestic product, rose a smaller-than-project-
ed 0.1 percent.

Producer prices 
Wholesale prices in the US rose by more

than projected in September, helped by high-
er costs for energy and food and indicating
inflation may be picking up. The producer-
price index increased 0.3 percent, the first gain
in three months, after being little changed in
August. The median forecast of economists
surveyed by Bloomberg called for a 0.2 per-
cent gain.

Europe & UK
German sentiment 

The ZEW Indicator of Economic Sentiment
for Germany increased in October 2016. The
index gained 5.7 points compared to the previ-
ous month, now standing at a level of 6.2
points (long-term average: 24.1 points). “The
improved economic sentiment is a sign of a rel-
atively robust economic activity in Germany.
However, positive impulses from industry and
exports should not distract from existing politi-
cal and economic risks. In particular, the risks
concerning the German banking sector are
currently a burden to the economic outlook,”
commented ZEW President Professor Achim
Wambach. The assessment of the current situa-
tion in Germany has also increased. Gaining 4.4
points, the index now stands at 59.5 points.  

Japan trade surplus
Japan’s current-account had a surplus of

2.0 trillion yen for August, supported by a
pickup in trade in goods. The numbers come
as the yen has appreciated 16 percent this
year.  I ts strength has put pressure on
Japanese exporters and threatened to under-
mine the nation’s trade surplus. However,
cheap energy imports have generally kept the
trade balance positive, supporting the cur-
rent-account surplus.

According to the General Administration of
Customs, China’s trade balance weakened
more than expected in September. Chinese
trade surplus slipped to 278.4 billion yuan in
September, comparing to 346 billion in August.
Meanwhile, economists forecasted a fall to 300
billion yuan. Overall,  China’s September
exports lost 10 percent from a year earlier, far
worse than expected, while imports unexpect-
edly plunged after accelerating in August, hint-
ing that signs of steadying in the world’s sec-
ond-largest economy may be short-lived.
Kuwait
Kuwaiti dinar at 0.30280
The USDKWD opened at 0.30280 yesterday
morning.

Is a December hike possible?
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Over the past few weeks,
most bond markets
have been sold off

aggressively. The UK, Japan,
the USA and some members
of the eurozone have experi-
enced a selloff in between 2
percent to 3 percent.  The
range of the selloff in prices
might not seem big but in val-
ue terms the loss might be quite big to bear for bond
investors. The selloff might extend into the year end. 

There are some reasons for the sudden sell off but
the main ones are:  bond valuations are far from being
realistic and have ignored all the fundamentals.
Quantitative measures introduced by some central
banks are no longer adding any benefits to their
economies and they are actually hurting the banks.
Finally, investors have become aware of the above and
also aware that governments must use fiscal policies to
reflate their economies and generate economic growth.
We should always remember that loose fiscal policy and
reflation are the real enemies of the bond market. 

Although global economic activity is still slow and
there is no sign of picking up and inflation is not a
threat but bond valuations have stretched too much
for the comfort of investors. Negative yields are no
longer the solution to stronger economic growth. The
deterioration in the future global economic outlook
has not been enough reason to justify the massive
drop in bond yields throughout the year. If future eco-
nomic growth in the developed economies reaches
historical trend levels with inflation picking up slightly
then bond prices could drop further to accommodate
realistic valuations. 

Central Banks’s Quantitative Measures have been

the driving force behind the rise of bond prices and
drop in yields. This can be related to the massive scale
of bond purchases by central banks. Bonds buying
operations has been going on for a quite while particu-
larly in Japan, the Eurozone and the UK. The Bank of
Japan and the Bank of England have recently indicated
that their Quantitative policies are under review. They
are assessing the impact of the massive expansion in
the money supply and its impact on the real economy.
Like other central banks, they are no realizing that the
big drop in bond yields in UK bonds and negative
yields in Japanese bonds have led to increases in costs
to banks and financial institutions and causing distor-
tions with negative benefits on economic activity. 

Global bond investors should expect the European
Central Bank to follow the Bank of Japan and the bank
of England in announcing some change in its
Quantitative Easing guidelines when they meet in
December. I think for the time being the ECB is moni-
toring Japan and the UK to assess and decide how to
change it’s or amend its Quantitative Easing policy. The
selloff in global bond prices might not be a good sign
for them.  For the time being bond investors should be
very careful not to get into the selloff trap that might
go on for a long time. 

If the stock market can be any good guide for
future expectation of interest rates, then the recent
outperformance of cyclical stocks might tell us that fis-
cal policy might be upcoming. There is at least expec-
tation in the US that with a new president, Treasuries
could adopt new policies that create stronger eco-
nomic growth and reflate prices. The talks in the US is
about the possibility of tax cuts measures are linked to
the result of the presidential election in November.
Investors are more convinced that change in fiscal
policies are more effective in increasing domestic
demands than Quantitative Measures that have
become a burden than benefits. @Rasameel

Why global bonds 
are getting sold off 

BRUSSELS: Belgian Prime Minister
Charles Michel yesterday defended his
budget and vision for the future after
tensions within the fractious coalition
government nearly sank his program
earlier in the week.

Michel had been due to deliver his
annual state of the union address
today but spending cuts, notably in
health, plus a controversial capital
gains tax exposed sharp differences
which the premier only papered over
after “intense” crisis talks.

He told parliament, summoned
especially for a very unusual Sunday
session, that he was determined to
press ahead with economic and social
reforms to promote jobs and growth.

“It is always the weakest who pay

first when the economy falters,” he
said, arguing that Belgium was lead-
ing the way in changing how people
work and employers manage their
business. Labor market reforms
include greater flexibility in working
hours sought by management but
they are opposed by many as leaving
workers more vulnerable. Michel
insisted that change was imperative
to modernize the economy and make
it more competitive.

In the budget accord reached after
lengthy talks late Friday, the govern-
ment agreed overall savings of three
billion euros ($3.4 billion) but left the
capital gains tax to be considered fur-
ther.

Michel’s address will be debated

and put to a confidence vote on
Tuesday-when he also faces a poten-
tially embarrassing problem over
Belgium’s role in endorsing a land-
mark free trade deal between the
European Union and Canada. On
Friday, lawmakers in the small region
of Wallonia on Friday voted to block
what is known as the CETA agree-
ment, due to be approved on Tuesday
by all EU trade ministers and then
signed by leaders the following week.

Paul Magnette, socialist head of
the Wallonia regional administra-
tion, said the vote was not meant to
sink the accord but it was a demand
to reopen negotiat ions so as  to
ensure local  interests  were not
harmed. — AFP

Belgian PM defends budget 
ahead of confidence vote


