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WASHINGTON:  The Federal Reserve is poised to hold
its fire this week, leaving benchmark US interest rates
untouched as central bankers await firm indications of
where the world’s largest economy is headed. But as
policymakers gather for their third meeting of the year
tomorrow, President Donald Trump is still hammering
the Fed, demanding they lower interest rates. He also
made plans to fill Fed vacancies with political loyalists
to help get his way. Top White House economic adviser
Larry Kudlow said Friday the surprisingly strong
growth in the first quarter of the year could “open the
door to a target rate reduction in the months ahead”-
though he hastened to add that he respected the Fed’s
independence.

In addition, inflation “is coming in way below their
own benchmark,” he told CNBC, referring to the central
bank’s two percent target, while its most-watched
measure has remained stubbornly slow, coming in at 1.3
percent in the first quarter of the year.

Fed Chairman Jerome Powell has steadfastly defend-
ed the central bank’s independence, and made it clear
officials will base their decisions on economic data.
After four increases in the benchmark lending rate in
2018, the Fed has signaled clearly it would not raise
rates this year. And given the strength of recent data
reports, a rate cut could seem counterintuitive. 

But some economists still think the next move will be
a cut. The minutes from last month’s policy meeting
show members of the rate-setting Federal Open Market
Committee believed their policy stance could “shift in
either direction,” at least raising the possibility of a rate
cut at some point.

Futures markets appear convinced the FOMC will
feel compelled to lower rates at least once in the next
nine months, and as of Friday odds were at 20 percent it
will cut as soon as June.

In recent media interviews, Richard Clarida, the Fed’s
vice chairman, and Charles Evans, president of the
Chicago Federal Reserve Bank, acknowledged rate cuts
could become necessary.

‘Hmm... I don’t know’ 
But with Wall Street hovering at record levels

unemployment below four percent and job creation
holding steady, economists say that for the moment the
central bank is sticking with the pause announced in
December. Ian Shepherdson of Pantheon
Macroeconomics said Friday the blockbuster first-
quarter GDP could put rate hikes “back on the agen-
da” if it continues through the year.

But other economists said the 3.2 percent growth
recorded in the January-March period hid worrisome
signs of weakness, such as falling imports, weak con-
sumption, rising inventories and poor business invest-
ment. Diane Swonk, chief economist at Grant Thornton,
told AFP the GDP estimate was “a lousy three percent”
that masked warning signs in its details and came amid
perpetually soft inflation.

In March, a closely watched measure of consumer
inflation hit its slowest pace in 13 months. And the Fed’s
preferred gauge, the “core” Personal Consumption
Expenditures price index, has not exceeded the Fed’s
two percent target in seven years.

“The reality is that once inflation started to recede,
even though the economy’s stronger, something’s
wrong,” Swonk said. Though unemployment is low and
wages have begun to rise, she said, price pressures sim-
ply have not responded, leaving the Fed with little impe-
tus to push its target interest rate range any higher.

“They’d like to stay optimistic that their next move
would be up but there are enough people sitting on the
sidelines saying, ‘Hmm... I don’t know.’ That keeps the
Fed firmly on the sidelines,” she said.

“Their cautious optimism is the way to play it
right now.” — AFP 
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WALL STREET WEEK AHEAD

CMA launches third phase of 
market development project

Boursa Kuwait has introduced new investment instruments

By Faten Omar

KUWAIT: The Capital Markets Authority held a press
conference yesterday to launch the first part of the third
phase of the market development project. Muthanna Al-
Saleh, Head of the Markets Sector at CMA, presented the
changes that were launched in the first part of the third
phase and their objectives. He explained the activation of
short selling, lending and borrowing shares will be applied
later after further testing.

He said these changes, which are being implemented as

part of the market development project, have received
global acclaim. “The phase will include the complete use of
stock lending and borrowing (SLB) and applying short sale
conditional on the application of borrowing shares, along
with improving off-market trade, introducing an after-
hours trading session and improving the investment fund
trading platform,” Saleh added.

Boursa Kuwait has launched new investment instru-
ments, including the real estate fund trading platform
(REITs). The financial instruments include a swap service,
and a buy offer service that allows anyone to buy at least

5 percent and no more than 30 percent of the shares of
any listed company. The stock exchange will adjust its
trading mechanism to 10 percent, up or down, instead of 5
percent. The stock will stop trading for two minutes at a
high or a 10 percent drop. The bourse will also launch a
trading session after closing for 5 minutes, and stock
prices cannot exceed or fall below the closing price. 

Phase III is an additional step in the market develop-
ment project, which completed Phase I in May 2017 and
Phase II in April 2018. The most important results of the
previous phases were the upgrading of Kuwait to the rank

of emerging markets by the world’s top rating institutions
such as FTSE Russell and S&P Dow Jones, as well as plac-
ing Kuwait on the watch list for promotion by MSCI.

It should also be noted that the changes of this phase
were implemented after conducting a series of extensive
tests with all participating parties in order to ensure the
ability of their automated systems to accommodate all
the variables related to this stage. The list of participat-
ing parties includes the Capital Markets Authority,
Boursa Kuwait, Kuwait Clearing Company and other
investment companies.

— Photos by Yasser Al-Zayyat

US oil sanctions take
effect on Venezuela 
as crisis intensifies
WASHINTON: US sanctions came into effect yesterday to
block Venezuela’s economic lifeline of oil exports, in what
Washington hopes will be a major blow in its fledgling
campaign to topple leftist President Nicolas Maduro.

As of 12:01 am Washington time (0401 GMT), the
United States will take action against anyone who deals
with state-owned Petroleos de Venezuela, or PDVSA, or
any entity in which the company holds at least a 50 per-
cent stake. It is among a volley of steps by President
Donald Trump’s administration to oust Maduro and install
opposition leader Juan Guaido, who is recognized by more
than 50 countries, including most in Latin America.

Just Friday, the Trump administration said it would
block any US assets of Foreign Minister Jorge Arreaza,
confirming it has no desire to negotiate with Maduro, a
socialist firebrand who presides over a crumbling economy
but has withstood three months of intense pressure. Until
the crisis, Venezuela exported 500,00 barrels a day to the
United States, its largest customer, with PDVSA
omnipresent, if not highly visible, through ownership of the
Citgo refining and gas station chain.

The United States has already moved to put Citgo under
the control of Guaido, who appointed his own board. Even
though sanctions legally came into force Sunday, “the reali-
ty is that the oil trade between the United States and
Venezuela has been absolutely limited and fallen sharply,”
said Mariano de Alba, a Washington-based international
law expert from Venezuela. But the sanctions will still have
an effect, with Washington vowing to enforce them against
any foreign company with interactions in the United
States-including the US financial system, which dominates
the globe. As of yesterday, “there is no doubt that the sanc-
tions are in force and that any company assumes bigger
risks than they did before this date,” de Alba said.

Searching for customers 
Energy-hungry India was the third-biggest buyer of

Venezuelan oil in 2017 after the United States and China
and until recently had been a major source of cash. But
Indian companies have backed off in the face of US sanc-
tions, making China and Russia the crucial economic and
political backers of Maduro-whose re-election last year
was widely criticized for irregularities.

The sanctions take effect just as global oil markets are
trending higher after the United States similarly demanded
that all countries, notably India and China, stop buying oil
from Iran. Oil is the blood of Venezuela’s crippled econo-
my, accounting for 96 percent of exports. The country
nonetheless is facing a major economic crisis, with projec-
tions that inflation could soar to a mind-boggling 10 mil-
lion percent this year.

Some 2.7 million Venezuelans have fled since 2015
faced with shortage of basic goods and medicine, accord-
ing to UN figures. One immediate problem for Venezuela is
not its exports but its imports. It used to rely on 120,000
barrels of light crude each day from the United States to
blend with its heavier oil. It will need to turn to other sup-
pliers to sell its own crude, increasing production costs.

US-based consultancy Rapidan Energy Group says
PDVSA’s production could temporarily fall by 200,000
barrels a day. It would be a stunning further reduction for
PDVSA which pumped 3.2 million a day in 2008, a figure
that had nosedived to just 840,000 in March.

The United States has wasted no opportunity to blame
Maduro and his late predecessor Hugo Chavez for
Venezuela’s economic woes-with Trump also trying to link
their socialism to his Democratic foes at home. Elliott
Abrams, the US envoy leading the effort to oust Maduro,
promised that “tens of billions of dollars” will flow into
Venezuela to rebuild its economy. “That recovery can only
start when there is a fully inclusive government that repre-
sents all Venezuelans,” Abrams said Thursday. But a study
by two prominent left-leaning US economists, Mark
Weisbrot and Jeffrey Sachs, warned that the growing sanc-
tions will “vastly” harm ordinary Venezuelans.  The study,
released by the Center for Economic and Policy Research,
found that Venezuela recorded more than 40,000 addition-
al deaths between 2017 and 2018 as they blamed sanctions
for shortages of food and medicine. — AFP

Good news from 
China could boost 
materials shares 
NEW YORK: Even as the lift from optimism over
prospects for US-China trade detente shows signs of
wearing off for the wider US stock market, upbeat senti-
ment around China’s economy could bolster shares of
materials companies.

Shares of S&P 500 industrial and technology compa-
nies, which were buffeted by last year’s tit-for-tat tariffs as
well as slowing global demand, have been very responsive
to progress in US-China trade relations and a strengthen-
ing Chinese economy. This year, those sectors have out-
paced the ascent in the S&P 500, which reached a record
closing high on Tuesday. Materials stocks have not been as
sensitive, however, even though they also stand to benefit
as a stronger Chinese economy lifts global consumption
and industrial output. As China has taken measures to
stimulate its economy, its economic data have turned more
upbeat. That in turn could aid global growth, which has
flagged as a result of China’s cooldown.

“What we’re seeing is China spending more on stimu-
lus: fiscal stimulus and monetary stimulus,” said Kristina
Hooper, chief global market strategist at Invesco in New
York. “That’s likely to be a positive for materials.” The
People’s Bank of China has cut banks’ reserve requirement
ratio five times over the past year and is widely expected
to ease policy further to spur lending and reduce borrow-
ing costs. The stimulus appears to have boosted Chinese
economic data, with factory activity growing in March for
the first time in four months.

Yet so far in 2019, the S&P 500 materials index has
underperformed the S&P 500 at large, rising just 11.9 per-
cent compared with 16.7 percent for the benchmark index.
Moreover, it is among the biggest decliners in the period
since the S&P’s previous record closing level on Sept. 20.
The materials index has fallen 7 percent over those seven
months, versus a 5.2 percent gain for technology and a 3
percent loss for industrials. Only the energy index has
dropped more over that period.

A trade agreement could serve as a catalyst for a bump
in materials shares as a drag on China’s economy is lifted,
some market strategists say. Some commodity prices,
including those for copper and oil, have ascended this year
as the prospects for the global economy have somewhat
brightened.

“It all goes back to the global growth outlook,” said
Andrea DiCenso, portfolio manager for alpha strategies at
Loomis Sayles in Boston. “With the front run in hard data,
we’re beginning to see a pretty significant rally.”
Additionally, a trade agreement is expected to include
commitments from China to purchase higher quantities of
US products such as soybeans, which could benefit com-
panies that make agricultural chemicals, including
DowDuPont Inc and CF Industries Holdings Inc.

CF Industries is scheduled to report quarterly results
after the bell on Wednesday, and DowDuPont is scheduled
to report before the market open on Thursday.

To be sure, even with a trade agreement, some
materials companies could face price pressures. Shares
of  Freeport-McMoRan Inc fe l l  10.1  percent  on
Thursday after the copper mining company posted a
lower-than-expected profit as its production slipped
and its costs rose.

A rollback of tariffs on Chinese imports, particularly
aluminum and steel, would likely prompt a fall in some
commodity prices, which could hurt prospects for certain
materials companies, said Gene Goldman, chief investment

officer at Cetera Investment Management in El Segundo,
California.

Even so, those drawbacks may be outweighed by the
support for global demand fostered by a US-China trade
agreement. “You could see a number of companies with
lowered expectations bring them back up as they talk
favorably about the impact that a trade deal would have on
them,” said Tim Ghriskey, chief investment strategist at
Inverness Counsel in New York. — Reuters

WASHINGTON, DC: Jacqueline Luqman of the Black Alliance for Peace speaks during a rally outside the
Venezuelan Embassy in Washington, DC on Saturday. — AFP

NEW YORK, NY: Traders and financial professionals work
on the floor of the New York Stock Exchange (NYSE) at the
opening bell in New York City. — AFP


