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Highlights


Last month saw global bond yields drop sharply on a combination of soft economic data and expectations that central
banks will loosen their policy stances. Oil prices saw their best quarter in a decade mainly on OPEC supply cuts.



US growth was revised down to 2.2% 4Q18 though recent data suggest that concerns of a sharp near-term slowdown
are overblown. Futures markets now expect at least one Fed interest rate cut this year.



The economic slowdown appears to be more pronounced in the Eurozone, with German manufacturing gauges now
deep in contraction territory. The ECB revised down its growth and inflation forecasts for this year.

Last month saw global bond yields drop sharply on a
combination of soft economic data – especially in the Eurozone
– and growing confidence that central banks will loosen their
policy stances to provide fresh support. Expectations of a policy
shift boosted equity markets, with the US S&P seeing its best
quarterly rise in almost a decade, up 13%, albeit partially a
rebound from December’s heavy sell-off. Amid the broad
economic gloom, there was better news on the US-China trade
dispute, with the two sides said to be close to a deal that could
be signed off later this month. Oil prices meanwhile continued
to rally, closing in on the $70/bbl mark amid Saudi-led efforts
to reduce supply and a drop in production in some other major
oil producing countries.

Mixed signals on US growth, but bond yields dive
US GDP growth in 4Q18 GDP was revised down to an
annualized 2.2% from the earlier estimate of 2.6%, driven by
weaker but still decent growth in private consumption (2.5%)
and investment (3.7%), and a fall in government spending.
Growth for 2018 overall was unchanged at 2.9%, just short of
President Trump’s 3% goal. Given the fading impact of last
year’s fiscal stimulus, the late stage in the economic cycle, a
potentially peaking labor market, trade tensions and the lagged
impact of past policy tightening by the Federal Reserve,
expectations are that growth will continue to soften this year.
But although the downside risks are clear, data over the past
month suggest that concerns of a sharp near-term slowdown
may have been overblown. The Atlanta Fed’s ‘Nowcast’ is now
pointing to growth of 2.1% in 1Q19, much higher than the sub0.5% performance it signaled less than one month ago.
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For example, the ISM manufacturing activity index returned to
above 55 in March and appears to have arrested the sharp
decline seen in the second half of last year, while the services
index rose to a robust 59.7 in February on strong order books.
(Chart 1.) Away from industry, consumer sector signals have
been mixed. Jobs growth slowed to a 17-month low of 20,000
in February, but the unemployment rate still ticked down to
3.8% while wage growth accelerated to a decade-high of 3.4%
y/y. Consumer confidence has also recovered after plunging in
January due to the government shutdown. However retail sales
fell 0.2% m/m in February following a very poor holiday
season, while the disappointing 0.1% m/m rise in the broader
consumer spending measure in January points to a weak
contribution to GDP growth at the start of last quarter.
Chart 1: US ISM activity surveys
(index, 50=’no change’)
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Concerns over economic prospects have been visible in the
bond market, with the 10-year treasury yield sinking from
2.76% at the start of March to below 2.4% near the end of the
month and the lowest in well over a year. This briefly triggered
a so-called ‘inversion’ of the yield curve – where some shorterdated bonds yield more than longer-term ones – which in the
past has signaled an impending recession. (Chart 2.) While this
yield gap is a technical measure and open to interpretation, it
has lent support to the narrative of a weakening economy, to
the Fed’s recent rate hike “pause” and also possible interest
rate cuts later in the year (which futures markets now see as
more likely than not). Both President Trump’s key economic
advisor and his nominee to the Federal Reserve Board have
recently argued the case for a 50 bps rate cut, a sign of
continued Whitehouse pressure on the Fed to boost the
economy. That case has also been enhanced by low inflation,
which fell to 1.5% y/y in February on the CPI measure.

Meanwhile Eurozone inflation continues to trend lower, with
the headline rate edging down to 1.4% y/y in March from
1.5% in February, while the core rate fell to just 0.8%. (Chart
3.) Both are well below the ECB’s goal of “below but close to
2%”. The bank revised down both its growth (1.1% from 1.7%
in December) and inflation (1.2% from 1.6%) forecasts for
2019 in March, and now projects that inflation will remain
below target through 2021. Like the Fed, it has abruptly
changed course recently and after having ended its asset
purchase stimulus program in December, has now restarted a
program of offering cheap long-term loans to banks to boost
credit and promised to not raise interest rates until at least
next year – around six months longer than previously stated.
However with a possibility of a rate cut later this year by the
Fed now being debated, talk of even a delayed rate hike by
the ECB is beginning to sound outdated.
Chart 3: Eurozone inflation

Chart 2: US government bond yield gap
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Europe facing weakening growth and political pressures
There has been more evidence of a worrying economic
slowdown in the Eurozone, amid decelerating global growth,
trade tensions, regional political uncertainty and the halt to
monetary stimulus by the European Central Bank (ECB) late last
year. The Eurozone flash composite PMI fell to 51.3 in March,
pointing to just-positive growth but with the Q1 average
significantly below 4Q18. Key to the downturn is weakness in
the manufacturing component, which at 47.5 plunged deeper
into contraction territory and to its lowest in six years, with
Germany particularly affected. At the same time however,
labor market data has continued to improve in most countries,
with both unemployment (7.8%) and wage growth (2.3%)
now at around decade bests. Although the labor market often
lags developments in the rest of the economy, there is hope
that this tightening will feed through into stronger consumption
to cushion the region from a deeper industrial-led downturn.
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The UK parliament again voted down prime minister Theresa
May’s Brexit withdrawal deal with the EU, forcing her to apply
to extend the UK’s scheduled end-March departure date, now
set for 22nd May but still contingent on the deal being passed.
In a bid to break the impasse, May has offered to collaborate
with the opposition Labour Party on the nature of the future
trading relationship with the EU (which will be negotiated after
her withdrawal deal passes) or failing that with parliament as a
whole, which could end up with a soft form of Brexit such as a
customs union or a second referendum. Embattled PM May is
under pressure from within her own party to stand down,
which could trigger a general election and usher in either a
more anti-EU government or the left-wing Labour party, with
new Brexit objectives. Brexit-related pressures may be starting
to weigh on the until-now resilient UK economy, with the
services PMI at 48.9 in March and the manufacturing measure
rising to 55.1 but helped by uncertainty-driven stockpiling.
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Japanese weakness leads to stimulus speculation
Ongoing trade tensions between the US and China as well as a
softer global economic climate continue to weigh on the
Japanese external sector. In spite of a slight improvement,
Japanese exports declined for the third straight month in
February (-1.2% y/y versus -8.4% in January). Imports also fell,
by a sharper 6.6% y/y in February versus a 0.8% drop in
January, reflecting continued softness in domestic demand.
(Chart 4.) The weakness in Japan’s external and domestic
sectors has sparked speculation of further stimulus ahead.
However, during its policy meeting last month, the Bank of
Japan stood pat on its monetary policy and the bank’s governor
ruled out the possibility of further stimulus in the near term.
Chart 4: Japan international trade
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OPEC-11’s efforts have been augmented by falling output from
Iran and Venezuela due to a combination of political turmoil,
mismanagement and US sanctions as well as by lower supplies
from Canada and Libya. Even in the US, data has been less
bullish of late. While US crude production continues to break
new ground, reaching 12.1 mb/d in the week-ending 22
March, the number of oil drilling rigs has fallen for six
consecutive weeks. Indeed, in early March the US Energy
Information Administration cut its oil production forecasts, by
110 kb/d to 12.3 mb/d in 2019 and by 170 kb/d to 13.03
mb/d in 2020. Drilling in the smaller shale plays has become
more circumspect amid a focus on shareholder returns.
Chart 5: Brent crude oil price
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drain excess supplies from the market, OPEC-11 compliance
with targeted production cuts reached 106% in February, with
production down 812 kb/d to 25.9 mb/d from its reference
level of last September/October. Non-OPEC compliance,
meanwhile, improved to 52% in February from 25% in January.
Russia reiterated that it intends to fully comply soon.
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Chinese stimulus measures may be taking effect
Economic activity in China appears to have hit a trough in early
2019. According to the official and Caixin PMI survey indices,
manufacturing activity reversed its decline and climbed to
multi-month highs of 50.5 and 50.8, respectively, in March. The
improvement was mainly thanks to a raft of policy measures
aimed at propping up the private sector. Meanwhile, the
official services PMI also witnessed an uptick, rising from 54.3
in February to 54.8 in March. However, export growth remains
sluggish amid a softer global economic climate and an ongoing
trade rift with the US. Indeed, export growth fell by a sharp
20.7% y/y in February (the timing of the Lunar New Year
holiday also weighed on the data). This may prompt the
government to implement further expansionary measures to
counteract the ongoing weakness in the external sector.
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Oil posts best quarterly performance in ten years
International benchmark Brent crude closed out March with its
best quarterly performance since 2009, rising 27% to
$68.4/bbl. Prices have been buoyed by signs that the market is
tightening. Led by Saudi Arabia, which appears determined to

T: (965) 2259 5500, F: (965) 2224 6973, econ@nbk.com, © 2019 NBK

www.nbk.com

Head Office

International Network

Kuwait
National Bank of Kuwait SAKP
Abdullah Al-Ahmed Street
P.O. Box 95, Safat 13001
Kuwait City, Kuwait
Tel: +965 2242 2011
Fax: +965 2259 5804
Telex: 22043-22451 NATBANK
www.nbk.com

Bahrain
National Bank of Kuwait SAKP
Zain Branch
Zain Tower, Building 401, Road 2806
Seef Area 428, P. O. Box 5290, Manama
Kingdom of Bahrain
Tel: +973 17 155 555
Fax: +973 17 104 860
National Bank of Kuwait SAKP
Bahrain Head Office
GB Corp Tower
Block 346, Road 4626
Building 1411
P.O. Box 5290, Manama
Kingdom of Bahrain
Tel: +973 17 155 555
Fax: +973 17 104 860
United Arab Emirates
National Bank of Kuwait SAKP
Dubai Branch
Latifa Tower, Sheikh Zayed Road
Next to Crown Plaza
P.O.Box 9293, Dubai, U.A.E
Tel: +971 4 3161600
Fax: +971 4 3888588
National Bank of Kuwait SAKP
Abu Dhabi Branch
Sheikh Rashed Bin Saeed
Al Maktoom, (Old Airport Road)
P.O.Box 113567,Abu Dhabi, U.A.E
Tel: +971 2 4199 555
Fax: +971 2 2222 477
Saudi Arabia
National Bank of Kuwait SAKP
Jeddah Branch
Al Khalidiah District,
Al Mukmal Tower, Jeddah
P.O Box: 15385 Jeddah 21444
Kingdom of Saudi Arabia
Tel: +966 2 603 6300
Fax: +966 2 603 6318
Jordan
National Bank of Kuwait SAKP
Amman Branch
Shareef Abdul Hamid Sharaf St
P.O. Box 941297, Shmeisani,
Amman 11194, Jordan
Tel: +962 6 580 0400
Fax: +962 6 580 0441
Lebanon
National Bank of Kuwait
(Lebanon) SAL
BAC Building, Justinien Street, Sanayeh
P.O. Box 11-5727, Riad El-Solh
Beirut 1107 2200, Lebanon
Tel: +961 1 759700
Fax: +961 1 747866

NBK Capital
Egypt
National Bank of Kuwait - Egypt
Plot 155, City Center, First Sector
5th Settlement, New Cairo
Egypt
Tel: +20 2 26149300
Fax: +20 2 26133978
United States of America
National Bank of Kuwait SAKP
New York Branch
299 Park Avenue
New York, NY 10171
USA
Tel: +1 212 303 9800
Fax: +1 212 319 8269
United Kingdom
National Bank of Kuwait
(International) Plc
Head Office
13 George Street
London W1U 3QJ
UK
Tel: +44 20 7224 2277
Fax: +44 20 7224 2101
National Bank of Kuwait
(International) Plc
Portman Square Branch
7 Portman Square
London W1H 6NA, UK
Tel: +44 20 7224 2277
Fax: +44 20 7486 3877

Kuwait
NBK Capital
38th Floor, Arraya II Building, Block 6
Shuhada’a street, Sharq
PO Box 4950, Safat, 13050
Kuwait
Tel: +965 2224 6900
Fax: +965 2224 6904 / 5
United Arab Emirates
NBK Capital Limited - UAE
Precinct Building 3, Office 404
Dubai International Financial Center
Sheikh Zayed Road
P.O. Box 506506, Dubai
UAE
Tel: +971 4 365 2800
Fax: +971 4 365 2805

Associates
Turkey
Turkish Bank
Valikonagl CAD. 7
Nisantasi, P.O. Box. 34371
Istanbul, Turkey
Tel: +90 212 373 6373
Fax: +90 212 225 0353

France
National Bank of Kuwait
(International) Plc
Paris Branch
90 Avenue des Champs-Elysees
75008 Paris
France
Tel: +33 1 5659 8600
Fax: +33 1 5659 8623
Singapore
National Bank of Kuwait SAKP
Singapore Branch
9 Raffles Place # 44-01
Republic Plaza
Singapore 048619
Tel: +65 6222 5348
Fax: +65 6224 5438
China
National Bank of Kuwait SAKP
Shanghai Office
Suite 1003, 10th Floor, Azia Center
1233 Lujiazui Ring Road
Shanghai 200120, China
Tel: +86 21 6888 1092
Fax: +86 21 5047 1011

Iraq
Credit Bank of Iraq
Street 9, Building 187
Sadoon Street, District 102
P.O. Box 3420, Baghdad, Iraq
Tel: +964 1 7182198/7191944
+964 1 7188406/7171673
Fax: +964 1 7170156
© Copyright Notice. The Economic Update is a publication of the National Bank of Kuwait. No part of this publication may be reproduced or duplicated without the prior consent of NBK.
While every care has been taken in preparing this publication, National Bank of Kuwait accepts no liability whatsoever for any direct or consequential losses arising from its use. GCC Research Note is distributed on a complimentary and discretionary
basis to NBK clients and associates. This report and other NBK research can be found in the “Reports” section of the National Bank of Kuwait’s web site. Please visit our web site, www.nbk.com, for other bank publications. For further information please
contact: NBK Economic Research, Tel: (965) 2259 5500, Fax: (965) 2224 6973, Email: econ@nbk.com

T: (965) 2259 5500, F: (965) 2224 6973, econ@nbk.com, © 2019 NBK

ww.nbk.com

