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WEEKLY MONEY MARKET REPORT





Optimism Over Europe hikes Risk Appetite
United States

Central Banks Continue Stimulus
The Bank of England, the European Central Bank, and the ٌReserve Bank of Australia have all met last week. All three central banks continued with the stimulus measures in hand. The Federal Reserve Bank released the minutes of the last FOMC meeting, and indicated that it is moving toward linking the central bank’s outlook for near-zero interest rates to specific economic conditions, such as a decline in the unemployment rate. The move represents a shift from the Fed’s policy of tying low rates to the calendar. Moreover, the European Central Bank President, Mario Draghi, stated that the central bank is ready to start buying government bonds of indebted Euro nations as soon as the necessary conditions are fulfilled. Meanwhile, the Bank of England refrained from increasing the asset purchase program, and kept the key interest rate unchanged at the record low. On the other hand, the Reserve Bank of Australia cut the key interest rate by 25 basis points, from 3.50% to 3.25%.
The Euro started the week on a positive note at 1.2860, as Euro area unemployment figures came out matching economists’ expectation, pushing the Euro to 1.2940. The single currency held steady around the 1.2900 levels, as confidence secures more risk appetite. The Euro climbed ahead of the ECB rate amid optimism in the outcome from the central bank. The Euro surged to break the 1.3000 psychological level, and touched a high of 1.3020 on Thursday, after Draghi reassured markets with strong support for debt-stricken European economies. The single currency continued the rise the following day to reach a high of 1.3070. The Euro closed the week at 1.3045. Separately, the Sterling Pound endured a volatile week, between skepticism over the unsteady economic situation in the UK, and optimism and reassurance from the ECB overwhelming the financial markets. Cable opened the week at 1.6167, only to fall on Wednesday ahead of the services purchasing managers index, to touch a low of 1.6067. The Sterling Pound soared against the US Dollar, after the Bank of England refrained from boosting its asset purchase target. The Pound reached a high of 1.6217, and closed the week at 1.6236. The Japanese Yen opened the week at 77.96, weakening against the US Dollar throughout the week, to touch a high of 78.87 on Friday, before the Bank of Japan begins a 2-day meeting for more intervention to devalue the Yen in order to increase exports. The Japanese Yen closed the week at 78.67. Finally, the Aussie Dollar suffered a long decline since the beginning of the week, after the RBA cut the key interest rate. The Aussie opened the week at 1.0378, collapsing to a low of 1.0152 on Friday. The Australian dollar closed the week at 1.0187.
ISM Non-Manufacturing PMI
The service industry in the United States expanded last month at a faster pace than forecasted, signaling some hope for the world’s biggest economy as it lost momentum in the first half of the year. The Institute for Supply Management’s non-manufacturing index surged the most in six months to 55.1 from Augusts’ figure of 53.7. The index surpassed the expected 53.4, above the 50 level which signals expansion, A continuous hike in the services industries will make up for three straight months of contraction, and could create more jobs.
Unemployment Unexpectedly Drops below 8%
Jobless claims benefits rose less than forecasted, highlighting an uneven improvement in the labor market. The number of Americans filing applications for unemployment benefits climbed by 4,000 to 367,000, below the expected 370,000. The pace of dismissals may clear the way for bigger hiring gains, should US lawmakers find a way to resolve the fiscal cliff of tax increase and spending cuts.
The US economy generated 114,000 jobs in September, after a revised 142,000 gain in August. The Unemployment Rate has surprised the financial markets by dropping to 7.8%, the lowest since US President Barack Obama assumed office in January 2009, down from 8.1% in the previous month. The drop was seen as a boost for Obama’s campaign when pitching for an improving economy.
FOMC

The Federal Reserve’s Federal Open Market Committee (FOMC) stated that they could change the size of the central bank’s monthly asset purchases to reduce the risks associated with the program, such as disrupting financial markets and spurring inflation. Fed Chairman Ben Bernanke and his policy-making colleagues announced last month that the Fed would buy USD 40 billion of mortgage bonds every month to spur growth and reduce unemployment. According to the FOMC released minutes, “most participants thought these risks could be managed since the committee could make adjustments to its purchases, as needed, in response to economic developments or to changes in its assessment of their effectiveness and costs.” Moreover, the minutes contained a detailed discussion of the costs and benefits of bond buying, with a few participants expressing “skepticism” that the program could help, and several saying the purchases may “complicate the committee’s efforts to withdraw monetary policy accommodation when it eventually became appropriate to do so.” The minutes also mentioned that many participants iterated that “specifying numerical thresholds for unemployment and inflation would be a better way to give forward guidance about how long they will keep the main interest rate near zero.” On the other hand, some officials said giving thresholds may be “too simple to fully capture the complexities of the economy and the policy process or could be incorrectly interpreted as triggers prompting an automatic policy response.”
Europe

The ECB Overwhelms Markets
After the excitement of the European Central Bank’s policy meeting last month where ECB President Mario Draghi unveiled the central bank’s ‘Outright Monetary Transaction’ bond-buying plan, last weeks’ meeting did not throw up such a big surprise. The European Central Bank has kept its key rate unchanged at the record low of 0.75% as expected. Mr. Draghi said that an interest rate cut had not even been discussed; a signal that such a move looks unlikely in the immediate future. President Draghi reiterated that the ball is now in Spain’s court, as to when the Outright Monetary Transactions (OMT) will be triggered. “The bank stands ready to buy bonds to ease the region’s debt crisis,” said Mr. Draghi, reflecting positively on the FX markets and shaping a gain of the single currency against the greenback. The President has applauded Spain’s diligence, stating that “Madrid is really remarkable when you think how many measures have been announced, legislated and implemented in such a short time.” Mr. Draghi added that “the decisions as regards Outright Monetary Transactions have helped to alleviate financial market tensions over the past few weeks, thereby reducing concerns about the materialization of destructive scenarios”. He also stated that “it is now essential that governments continue to implement the necessary steps to reduce both fiscal and structural imbalances and proceed with financial sector restructuring measures”.
Spanish Bond Auction
Spain's borrowing costs eased on Thursday following a successful completion of a major bond sale, reducing pressure on the country's government to request an international bailout. The Spanish Treasury sold two-year and five-year bonds at lower costs than at previous sales as the latest bank stress test and the European Central Bank's much anticipated bond buying plan provided a slight backdrop to the auction. In contrast, the yield on the three-year benchmark ticked somewhat higher in a reminder of Spain's ongoing funding fragility. Spain sold a total of EUR 3.992 billion (USD 5.15 billion) of short-term and medium-term government bonds, maturing in October 2014, October 2015 and July 2017, at the upper end of its EUR 3 billion to EUR 4 billion target range, a relatively large-size auction.
United Kingdom

BOE Rate Unchanged
The Bank of England left its monetary policy unchanged on Thursday, as the British economy is showing some signs of growth. Bank of England policymakers are expected to pump another GBP 50 billion of funds into the economy next month to boost growth, despite the central bank's decision to leave base rates unchanged at 0.5% and the quantitative easing (QE) total at GBP 375 billion. Britain’s third quarter production bounced the country back on its feet, after the effect of an extra public holiday disrupted the slow moving economy. Monetary Policy Committee member expressed confidence that their new Funding for Lending Scheme, aimed at getting credit flowing through the economy, will help support the recovery. A slip of weak business surveys has highlighted the fragility of the latest recovery, and the scheme to get credit flowing has yet to prove its effectiveness.
Manufacturing PMI
The manufacturing sector shrank more than expected in September, as export orders fell and costs rose, increasing the risk that the economy will falter after rebounding in the past few months. The Manufacturing Purchasing Managers' Index's (PMI) dropped to 48.4 in September from the previous month’s level of 49.6, falling further below the 50 mark, which separates growth from contraction. The PMI plunged below economists’ expectation of 49.5. The latest signs of weakness in manufacturing supports the view that the recovery is fragile and that the Bank of England might extend its quantitative easing asset purchases once the current round is completed in November. Manufacturers cut production for the third month in a row, with all major sectors seeing a contraction.
Commodities 

Gold at 10-month High
Gold continued extending a weekly gain after climbing to the highest level in more than 10-months, over speculation that the world’s central banks’ stimulus will increase risk aversion, spurring demand for the precious metal as a protection of wealth. Bullion rose to a high USD 1,796.08 an ounce.
Kuwait

CBK Cuts Discount Rate by 0.5%

The Central Bank of Kuwait (CBK) cut the discount rate by 50 basis points from 2.50% to 2.00%. Governor of the CBK Dr. Mohammad Al-Hashel said, “the decision was made in the light of the continuous revision of the domestic and international monetary and banking situations”. In addition, the Central Bank Governor said the move is part of a package of CBK’s measures aiming to enhance confidence in the local economy and improve economic growth.
Kuwaiti Dinar at 0.28065
The USDKWD opened at 0.28065 on Sunday morning.
Rates – 07 October 2012
	
	Previous Week Levels
	This Week’s Expected Range 
	3-Month

	Currencies
	Open
	Low
	High
	Close
	Minimum
	Maximum
	Forward

	EUR
	1.2860
	1.2804
	1.3072
	1.3045
	1.2870
	1.3280
	1.3046

	GBP
	1.6167
	1.6067
	1.6217
	1.6136
	1.5980
	1.6310
	1.6130

	JPY
	77.96
	77.79
	78.87
	78.67
	76.00
	80.60
	78.60

	CHF
	0.9398
	0.9276
	0.9438
	0.9293
	0.9050
	0.9500
	0.9290
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