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Week 1: First Confrontation
United States
New Administration, New Policies
After a big surge in US and macro data on the back of strong sentiment and survey readings post-election, economic
data have been declining since the beginning of the month and is now back down to neutral territory. Is it a reality
check or disappointments resulting from rising forecasts rather than weak readings?
Now that US equity markets are in new unchartered territories, with the Dow Jones over the 20,000 threshold, markets
are likely to start to question this theory and the pressure on the new US administration is likely to step up for
immediate results and strong growth.
In this whole puzzle and delivering on his elections promises, President Trump signed the official withdrawal
document of the US from 12-nation Trans-Pacific partnership and promised to renegotiate the North America Free
Trade Agreement. Although the Trans-Pacific Partnership had not been approved by Congress, Mr. Trump’s decision
to withdraw carries broad geopolitical implications. Trump’s action towards global trade and local protectionism is
starting to weigh on markets and become the focal point of traders and investors.
Another election promise has also started to materialize this week after the white house proposed for a 20 percent tax
on Mexican imports to “pay for the wall”. The US imported 21 billion dollar of food and beverages from the southern
boarders in 2015, only second after Canada. The implications of such proposition could result in inflation in a wide
range of agricultural products which ultimately could negatively impact the US population disposable income.
In another chain of events around the never ending "Brexit" story, the UK Prime Minister Theresa May was the first
foreign leader to rush to try and gain the clemency of the new US administration this week in the hope of discussing
one major subject of a potential free trade deal between the UK and US. As the US makes up 20% of UK exports, but
the UK is only 5% of the US export market, these actual facts are likely to affect such negotiations and give the US a
much stronger hand in any potential trade deal. Moreover, as tariffs between the US and UK are already relatively
small, the UK is unlikely to benefit from a reduction in tariffs with its counterpart. This benefit would also be
outweighed by the costs imposed on UK exporters by the EU's External Tariffs.
Last but not least, with the Trump administration's potential funds repatriation scheme, the UK is likely to lose some of
the funds which have been parked outside the US banking system. This is why, the hype over May's being the first
leader to visit the new US administration could be short lived as the market is likely to come back to re-scrutinize the
potential damage that would be inflicted on the UK economy from the loss to the single market access. The near-term
economic outlook is likely to be dominated by initial discussions between the UK and EU after the trigger of article 50.
On the foreign exchange side, the USD ended the week holding onto its broad-based gains registered on Thursday
and Friday against the majors having even strengthened further against the Sterling Pound and the Japanese Yen.
The Euro opened the week at 1.0683 and reached as high as 1.0774 on the back of positive manufacturing data. The
stable yield spreads between the US and the major Euro area sovereigns have not given the pair any particular
direction, while a thin news flow has also favored range trading during the week. The currency closed the week at
1.0694.
The Sterling Pound started the week at 1.2358 and reached as high as 1.2673 as investors showed optimism over
May's first US visit and a potential trade deal agreement with its US counterpart. Moreover, as the Supreme Court
denied the government's appeal obliging the prime minister to obtain the parliament’s approval before invoking article
50, the Sterling pound had a positive week closing Friday at 1.2546.
The Japanese Yen opened the week at 114.35 and the currency rallied to a two month low of 112.49 against the
dollar. However, the yen retracted after the Bank of Japan announced an increase in its five to ten year Japanese
Government bonds purchases and helped bring down yields from 11-month highs. The currency closed the week at
115.06.
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On the commodities side, oil is still trading in a relatively narrow range well above $50 per barrel fairly close to an
eighteen months high. On the other hand, gold prices retracted amid a boom in the equity markets across the globe.
Dow Jones reached a 130 year high after break the 20,000 level. Gold prices fell from 1,219 to 1,190 markets remain
in the honeymoon phase of the new president.
In summary, despite volatility being very low until now, the new US administration ability to be confrontational on the
global stage is starting to show with the first showdown taking place with the US Mexican trade relations. Even with a
higher eventual growth in the US, volatility is likely to be a permanent feature of 2017.

GDP Estimates slowdown in early 2017 while New Home Sales plunge
Gross domestic product rose at a 1.9 percent annualized rate following the prior quarter’s 3.5 percent gain. The
median forecast called for a 2.2 percent increase. The strong job market and optimism among consumers and
companies for President Donald Trump’s policies are likely to keep growth humming along in 2017, though tensions
over trade could temper these gains. This marks the first of three estimates for this quarter, with the other releases
scheduled for February and March when more information becomes available with growth projected at 2.3 percent in
2017 and 2018.
Moreover, sales of newly constructed homes dropped in December as the housing market’s recovery seems faltering.
New-home sales declined to a seasonally adjusted annual rate of 536,000 10.4% lower than an upwardly adjusted
November pace of 598,000 and 0.4% lower than a year earlier. The stumble in December may reflect inventory that’s
too tight to accommodate all new buyers. Builders have been reluctant to ramp up construction even as demand
remains strong. Supply is only just creeping back to levels considered healthy by analysts.

US Manufacturing starts the year on solid ground
On the more positive side, US manufacturing sector had a solid start to 2017, with overall operating conditions
improving at the quickest pace for nearly two years. This was shown by the Flash Manufacturing PMI figure of 55.1 in
January, up from 54.3 in December, signaling a marked upturn in the health of the sector that was the strongest since
March 2015. The solid improvement in business conditions was largely driven by sharper increases in output and new
orders, which rose at the fastest rates in 22-and 28-months respectively.
At the same time, companies raised their purchasing activity at the steepest rate since early 2015 and increased their
payrolls further in order to meet greater production requirements. Positive expectations around the demand outlook
were highlighted by further increases in stocks of purchased items and finished goods, with the latter increasing at the
quickest pace since the series began in early 2007. Optimism around the 12-month outlook for production also
improved at the start of the year, and reached its highest level since March 2016.

Europe & UK
Europe's Low Confidence with strong Manufacturing data
This week, Europe saw various confidence indicators out of France, of which the January business confidence
number disappointed 104 against expectations of 105 while manufacturing confidence was in line with expectations.
The IFO survey out of Germany saw broadly soft numbers, as both business sentiment at 109.8 against expectations
of 111.3 and business expectations coming at 103.2 against 105.8 expected. The current assessment number moved
higher but was still below expectations at 116.9 against expectations of 117.
Despite the low confidence, manufacturing data out of the Euro zone remains strong with the overall economy
continuing to expand at a robust pace at the start of 2017. According to PMI survey data, employment continues to
rise at the fastest rate since 2008. Inflationary pressures meanwhile intensified further. The Eurozone PMI registered
54.3 in January according to the preliminary ‘flash’ estimates. The latest reading of manufacturing PMI was the
second highest figure since December 2015, although down marginally from 54.4 in December. Services PMI came
just slightly below expectation of 53.9 at 53.6, however still in an expansionary mode.
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In summary, growth edged slightly lower in both manufacturing and services, but in both sectors the rate of expansion
remained robust by recent standards, especially in the goods-producing sector. The latter continued to be boosted by
rising exports, which once again showed a rate of increase not seen since the start of 2014, linked in many cases to
the recent weakening of the Euro.

UK Supreme Court rules for the parliament
The Supreme Court in the UK ruled that the government would have to get parliament’s approval before triggering
Article 50. A simple resolution would not be sufficient, the Supreme Court ruled, and the government would need to
put forward a formal piece of legislation, to be approved by both houses. However, no approval is required from the
parliaments of Scotland, Wales and Northern Ireland. Prime Minister May had indicated that she wanted to trigger
Article 50 by the end of March.

Asia
China’s economy growing
In China, the economy grew 6.8% on a yearly basis in the fourth quarter of 2016, above market expectations and
driving 2016 growth to 6.7%, within the 6.5 to 7.0% range targeted by the government. Growth was mostly helped by
internal consumption growing close to 10% on a yearly basis, whereas industrial production remained stable around
6%. Fixed-asset investment continued to be a negative component of growth and further decelerated over the course
of the year. Meanwhile, retail sales rose 10.9% against 10.7% expected for December and industrial production grew
6.0% against expectations of 6.1%. Nevertheless, the Chinese data released failed to give a significant boost to
commodity prices in the beginning of 2017.

Japan’s Manufacturing PMI at its highest level since 22 months
The flash manufacturing purchasing managers index for Japan jumped to 52.8 in January, up from 52.4 in December,
leaving it at the highest level seen since March 2014 at 52.8. It suggests that activity levels improved steadily, rather
than rapidly, at the start of 2017. Output levels continued to expand at a slightly slower pace, while new orders and
new export orders also increased at a faster pace. Not only is the lift in orders a good sign for future activity levels
given they are lead indicators, it also helps bolster the view that global demand is improving.

Kuwait
Kuwaiti Dinar at 0.30515
The USDKWD opened at 0.30515 on Sunday morning.

Rates – 29 January, 2017
Previous Week Levels
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Open
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3-Month
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Maximum
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EUR

1.0683

1.0655

1.0774

1.0694

1.0510

1.0875

1.0749

GBP

1.2377

1.2372

1.2673

1.2374

1.2360

1.2270

1.2580

JPY

114.35

112.49

115.37

115.06

113.05

116.90

114.90

CHF

1.0015

0.9956

1.0027

0.9990

0.9860

1.0155

0.9956
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