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The prisoner’s dilemma:
US is starting a trade war

KUWAIT: Even though there is no technical definition for
“trade war”, the world seems to be heading into one. On
Friday, not only did President Trump’s administration
impose new tariffs on $34 billion of annual imports from
China, the president also threatened to extend the tariffs
to all goods imported from China. This new and quite dra-
matic escalation threatens $500 billion worth of Chinese
goods, and may well turn this series of trade disputes into
a full-blown trade war. Perhaps Trump believes that his
extreme measures will cause others to back down, a risk
that might turn out to be costly if China chooses to retali-
ate. When threatened with steel and aluminum tariffs,
South Korea quickly made concessions to escape the tar-
iffs, something China is much less likely to do.

Even with his “allies”, Trump continues to use the same
strategies. His demeanor with them is surprising to say the
least, especially after he described the EU as being “as
bad” as China when it comes to the way European coun-
tries traded with the US. After the EU fired back with tit-
for-tat tariffs, he ordered a national security investigation
into imported autos and parts (a similar investigation trig-
gered the whole steel and aluminum saga). Reportedly,
Trump is considering implementing 25 percent tariffs
again, this time on autos and parts. A PIIE (Peterson
Institute for International Economics) analysis projects
that this could cost 195,000 jobs in the US, with the num-
ber more than tripling if the affected countries (mostly key
US allies) retaliate. As far as Canada and Mexico go,
Trump has shown minimal neighborly love. After the steel
and aluminum levies took effect, both neighbors refused to
back down and struck back with tariffs of their own.

All in all, a lot is at stake if cooler heads fail to prevail.
Even though everyone stands to lose, the parties involved
still find it difficult to cooperate in this prisoner’s dilemma.
Trump thinks he has an advantage, and until he believes
otherwise, he is not likely to back down any time soon. In
fact, he is more likely to charge ahead while he has the
authority to do so. On the other hand, China, the EU,
Canada, Mexico, and everyone else affected by the tariffs
will continue to retaliate. How it ends will depend on how
much economic damage each side willing to tolerate. In
the end, everyone is left worse off.

Trump barks at OPEC
For better or worse, President Trump is not afraid of

testing his allies’ resolve. Trump lashed out at OPEC and
piled pressure on close US allies with a warning to stop
manipulating oil markets. After complaining about high oil
prices, the American president said that OPEC should put
another 2 million barrels on the market to make up for the
coming shortfall in Iranian crude sales due to sanctions.
However, despite OPEC agreeing to increase production,
oil prices stubbornly rose as production losses in Libya
and Venezuela and the prospect of lower Iranian exports
more than made up for promises of more Saudi crude.
Now, Trump is calling for OPEC to do more to drop prices.
Brent crude closed the week at $77.29.

Solid employment numbers
Towards the end of the week, the Bureau of Labor

Statistics indicated that 213K jobs (non-farm) were
added in the US last month. The figure exceeded market
expectations of 195K. Meanwhile, the unemployment rate
increased from an 18-year low of 3.8 percent to 4 per-
cent. This was the first increase in 10  percent months as
more people entered the labor force in a sign of confi-
dence in the jobs market. As for wages, they grew at a
level of 2.8 percent y/y. Month on month, wages grew at
a level of 0.2 percent. The steady wage gains pointed to
moderate inflation pressures that should keep the Federal
Reserve on a path of gradual interest rate increases.

Fed minutes draw muted reaction
After agreeing to raise the benchmark interest rate in

the United States, the FOMC minutes suggested that poli-
cymakers might soon signal that the Fed’s rate-hiking cycle
was advanced enough that policy was no longer boosting
or constraining the economy. Fed policy-makers also not-
ed “that uncertainty and risks associated with trade policy
had intensified and were concerned that such uncertainty
and risks eventually could have negative effects” during
their last meeting. While chances of a 3rd hike in
September reached 77 percent, the probability of a much-
debated 4th hike in 2018 was little changed at 50 percent.

Strong figures in the US services sector
After four consecutive periods of slowdown, the

American services sector finally picked up in June. The
Institute for Supply Management’s non-manufacturing
PMI, a leading indicator of economic health, came in at
59.1. The level was above a market forecast of 58.3. The
figure could indicate that the US economy experienced a
healthy second quarter after a mediocre start to the year.
This is especially true since the services sector makes up
about 80 percent of the United States’ GDP.

Foreign exchange
The dollar index almost closed the week unchanged,

however a dip towards the end of the week meant that it
ended the week down 0.62 percent. This was echoed
across all the majors as they took advantage of the dol-
lar’s softness. The euro posted a three-week high of
1.1767 as the threat of tariffs by the United States and
China on billions of dollars of trade became a reality,
though concerns about the conflict escalating capped the
appetite for risk. Meanwhile the Sterling pound managed
a gradual rise during the past week, reaching a two week
high of 1.3290.

UK & Europe
Rebound in British services sector

Month after month of disappointing data in the UK
came to a stop this week, thanks to a rebound in PMI
indicators. The services sector, the most dominant in the
British economy, recovered in June. The services PMI
improved to 55.1, an 8-month high, reinforced by rising
new orders and business optimism. As for other sub-
components, new orders index rose by two points to a
13-month high and the output price index also rose, but
only to a three month high. Earlier this week, the manu-
facturing and construction segments also followed the
upward momentum, strengthening the case for tighter
monetary policy from the BOE. Interest rate probability
for an August rate reached 65 percent after the services
PMI figure was released. Overall, the latest PMI readings
shed some positive light on the British economy, while
fortifying the Bank’s view that Q1 figures were transitory.

ECB confident in future inflation
Meanwhile, the European Central Bank’s chief econo-

mist said on Tuesday he was confident inflation in the
euro zone would continue accelerating towards the
ECB’s target of just under 2 percent even after the end of
its massive bond purchases. “The underlying strength of
the euro area economy, together with well-anchored,
longer-term inflation expectations, provides grounds to

be confident that the sustained convergence of inflation
will continue in the period ahead, even after a gradual
winding-down of net asset purchases,” he told an event
in Bucharest.

Asia
China’s currency climb

The people’s currency, also known as the renminbi,
underwent one of its largest intraday boosts on record
last week as it appreciated against the dollar. Market
participants attributed the move to state banks aggres-
sively buying the currency. Afterwards however, the cur-
rency appeared to stabilize due to apparent intervention
by China’s state banks. Notably, the Chinese currency’s
3.3 percent tumble in June was its worst month ever. The
onshore Yuan rested at 6.6396 ahead of the weekend.

Solid economic data in China
As for the economy, the composite PMI in China

(which covers both manufacturing and services) revealed
that business activity persisted in expansionary mode at
the end of the second quarter. The services sector grew
at the fastest pace in 4 months in June as the index
moved from 52.9 to 53.9. At the same time, progress in
manufacturing production was also upgraded to a four-
month high. However, rates of increase across both seg-
ments remained weaker than those seen at the start of
the year. China’s economy has re-adjusted tremendously
in the direction of services and consumption. Therefore,
domestic demand plays an increasingly significant part in
driving growth. The forthcoming tariffs may reduce
growth over the near-term, yet resilient domestic demand
should continue to support growth, providing some
cushion against external headwinds.

Kuwait
Kuwaiti Dinar
USDKWD opened at 0.30230 yesterday morning.

Airline Alitalia 
‘on the right 
track’: Boss
ROME: The Italian airline Alitalia which
went into administration last May has
seen a rise in passenger turnover for the
second month in a row, one of its bosses
said yesterday.

The results prove the company “is on
the right track,” said Luigi Gubitosi, who
was appointed by the government in
May 2017 along with two others to steer
the company then threatened with bank-
ruptcy. “We end the month of June with a
growth of 10.6 percent in passenger
numbers after a 7.6 percent growth in

May,” he told the Italian daily Corriere
della Sera.

“Over the second quarter, earnings
before interest, tax, depreciation and
amortization (EBITDA) will be balanced
after a loss of 100 million last year.” The
airline which employs more than 11,000
people has struggled to compete with
low-cost European rivals.

It went into administration last May
at the request of its shareholders after
staff rejected job and salary cuts as part
of a two-billion-euro ($2.4 billion) res-
cue plan.

It  has been the subject of  three
offers , from German air l ine giant
Lufthansa, another from US private
equity group Cerberus, and a joint
EasyJet-Air France bid.

The deadline for the sale, initially set
for April, was postponed until late
October by Rome. — AFP
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CURRENCY BUY SELL
Europe

British Pound 0.396666 0.410566
Czech Korune 0.005738 0.015038
Danish Krone 0.043756 0.048756
Euro 0. 349437
0.363137
Georgian Lari 0.139378 0.139378
Hungarian 0.001142 0.001332
Norwegian Krone 0.033724 0.038924
Romanian Leu 0.064893 0.081743
Russian ruble 0.004801 0.004801
Slovakia 0.009041 0.019041
Swedish Krona 0.030723 0.035723
Swiss Franc 0.300434 0.311434

Australasia
Australian Dollar 0.217628 0.229628
New Zealand Dollar 0.201632 0.211132

America
Canadian Dollar 0.226674 0.235674
US Dollars 0.299050 0.304350
US Dollars Mint 0.299550 0.304350

Asia
Bangladesh Taka 0.003120 0.003926
Chinese Yuan 0.044187 0.047680
Hong Kong Dollar 0.036875 0.039621
Indian Rupee 0.003869 0.004640
Indonesian Rupiah 0.000017 0.000023
Japanese Yen 0.002661 0.002842
Korean Won 0.000262 0.000271
Malaysian Ringgit 0.071424 0.077426
Nepalese Rupee 0.002658 0.002991
Pakistan Rupee 0.001914 0.002686
Philippine Peso 0.005494 0.005798
Singapore Dollar 0.217980 0.227984
Sri Lankan Rupee 0.001608 0.002189

Taiwan 0.010402 0.010580
Thai Baht 0.008832 0.009380

Arab
Bahraini Dinar 0.788904 0.805407
Egyptian Pound 0.014307 0.020020
Iranian Riyal 0.000084 0.000085
Iraqi Dinar 0.000197 0.000257
Jordanian Dinar 0.42369 0.432263
Kuwaiti Dinar 1.000000 1.000000
Lebanese Pound 0.000156 0.000256
Moroccan Dirhams 0.020522 0.044522
Omani Riyal 0.781084 0.786764
Qatar Riyal 0.078978 0.083918
Saudi Riyal 0.079753 0.081503
Syrian Pound 0.001285 0.001505
Tunisian Dinar 0.111776 0.119776
Turkish Lira 0.060819 0.071119
UAE Dirhams 0.081111 0.082811
Yemeni Riyal 0.000985 0.001065

EXCHANGE RATES

Trump tests his allies’ resolve, hits out at OPEC

IMF bailout on
the cards for
Pakistan’s 
next government
ISLAMABAD: Pakistan’s next government, to
be chosen in a July 25 election, faces growing
fears of a balance of payments crisis with
speculation it will have to seek its second IMF
bailout in five years, analysts say.

The central bank is running down its for-
eign reserves and devaluing the currency in a
bid to bridge a yawning trade deficit, and the
winners of the July 25 election will have “limit-
ed time” to act, Fitch ratings agency said on
July 2. Together, the economic challenges are
“horrendous”, said Ashfaque Hasan Khan, an
analyst and former financial advisor to the
Pakistan government.

“The most important (challenge) will be
how to protect Pakistan’s balance of pay-
ments, how to build Pakistan’s foreign
exchange reserves and how to fix its fiscal
position,” he told AFP.

Plagued for years by Islamist militancy,
Pakistan-a rapidly growing country of some
207 million people-has been battling to get its
shaky economy back on track and end a
years-long chronic energy crisis that has crip-
pled industry.

Confidence had grown slightly in recent
years, with security improving and the IMF
claiming in October last year that the country

had emerged from crisis after completing its
post-2013 bailout program.

The previous government of former prime
minister Nawaz Sharif attempted to ease the
power shortages, enact structural reforms and
improve the creaky infrastructure which had
hampered growth.

China has also made progress on an ambi-
tious multi-billion dollar infrastructure proj-
ect-the China-Pakistan Economic Corridor
(CPEC) — linking its western province of
Xinjiang to the Arabian Sea via Pakistan.

But growth has not been as fast as many
hoped. The economy grew by 5.8 percent
during 2017-18, its fastest since 2005 but still
missing a government target by 0.2 percent.

Public debt now sits at roughly 70 percent
of GDP.  And the deficit is widening. Pakistan,
which has historically relied on imports, has
increased its procurement of materials to help
build CPEC projects while also suffering from
higher oil prices.

Its meager exports such as textiles, mean-
while, have been hit as cheaper Chinese-pro-
duced goods flood the markets. Foreign remit-
tances have not been enough to plug the gap.
Amid stability fears the caretaker government
pledged in June to stem the current account
deficit with rapidly dwindling foreign reserves.

According to the State Bank of Pakistan,
the country’s reserves plunged to $9.6 billion
on June 22 from $16 billion on April 17.

“We have to finance this gap of the trade
deficit of $25 billion by depleting our reserves.
There is no other option,” caretaker Finance
Minister Shamshad Akhtar, installed last
month, told a press conference. 

“This is a major worry which our govern-
ment is facing.” 

Limited time 
The announcement came hours after the

central bank devalued the rupee by 3.7 per-
cent, the third devaluation since December
and representing a cumulative 13 percent
against the US dollar, according to Fitch. The
agency said the move has eased some pres-
sure on reserves-but “their magnitude so far
has not been sufficient to prevent external
finances deteriorating more sharply than we
expected”.

Economic analyst Dr Salman Shah told AFP
that Islamabad would have to seek help from
friendly countries or negotiate a fresh bail-out
package from the IMF.

“It would be very tough for the next gov-
ernment to deal with all those challenges... it
would have to undertake wide-ranging and
deep-rooted reforms in all sectors linked to
the economy,” he said.

But Shah, also a former economic advisor
to the government, said that though the task
was huge projects such as CPEC meant there
was hope long-term.

Still, there is an undercurrent of growing
unease. The terms of the massive CPEC deals
are shrouded in secrecy, raising concerns
about Pakistan’s ability to repay Beijing’s
investment.

Finance ministry officials were unable to
immediately confirm multiple reports that
Pakistan is seeking Chinese loans to pay off
the debts it incurs as it imports CPEC materi-
als. The Washington-based IMF has bailed out
Pakistan before, with an $11.3 billion loan
package in 2008 to stave off a balance of pay-
ments crisis in a deal Islamabad abandoned in
2011. The country received a second $6.7 bil-
lion bailout package in 2013. In 2016 the IMF

said Pakistan had emerged from crisis, though
a review one year later noted that it was facing
“important near-term challenges”.

Fitch predicted the fiscal deficit could rise
to around 6 percent of GDP this year, warn-
ing: “the government is becoming increasingly

reliant on external borrowing-particularly
from Chinese policy banks.” The borrowing
will help, the agency said-but with rising
debt-servicing payments to start in 2019 there
is little room for the next government to
manoeuver. — AFP 

ISLAMABAD: Pakistani youths walk past a currency exchange shop in Islamabad.
Pakistan’s next government, to be chosen in a July 25 election, faces growing fears of a
balance of payments crisis with speculation it will have to seek its second IMF bailout in
five years, analysts say. — AFP


