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WEEKLY MONEY MARKET REPORT





US Fiscal Cliff Triggers Risk Aversion in the Markets
United States

Dollar Gains amid Risk Aversion
The US Dollar traded in a volatile manner against its major counterparts as last week revolved around the US presidential election, the Greek Austerity vote and a number of major central bank meetings. The US Dollar Index dropped sharply amid the announcement of the re-election of President Barack Obama as prospects of the continuation of the ultra-ease monetary policy triggered the sell-off. However, after the election, markets in the US melted over 3% on worries on the potential fiscal cliff debate coming in the next couple of weeks. John Boehner added that Republicans would be willing to accept new tax revenue to reduce the nation’s budget deficit if accompanied by a tax overhaul and changes to entitlement programs. “Shoring up entitlements and reforming the tax code, closing special interest loopholes and deductions, and moving to a fairer, simpler system, will bring jobs home and result in a stronger, healthier economy.” Boehner also called for bipartisan negotiations to avoid the fiscal cliff of tax increases and spending cuts scheduled to begin in January. The news drove the greenback higher across the board as the markets shifted to risk aversion. The USD index closed the week at 81.026. 

The Euro opened the week at 1.2835 and reached a high of 1.2876 amid the US election. The single currency dropped dramatically as concerns over the US fiscal cliff triggered risk aversion in the market. The currency continued to drop as EU finance ministers announced that they might not make a decision on unlocking funds for Greece, even though the Greek government secured enough parliament votes to approve the austerity program. The Euro closed the week at 1.2714.

The Sterling Pound opened the week at 1.6020 and reached a high of 1.6043 mimicking the Euro’s reaction to the US election. Cable then lost its gains and reached a low of 1.5930 as investors sought refuge in the Us Dollar and the Japanese Yen. The currency closed the week at 1.5896.

The Australian Dollar gained dramatically against the US Dollar as the Reserve Bank of Australia refrained from reducing their key lending rate. The Aussie opened the week at 1.0337 and reached a high of 1.0480 amid the central bank’s announcement, the currency eased as concerns over the global economy spurred risk aversion in the markets. The Aussie closed the week at 1.0387.
The Japanese Yen gained significantly against the US Dollar as investors flocked to buy the safe haven currency on growing concerns about the looming fiscal problems in the US, which could drive the US economy into recession. The USD/JPY opened the week at 80.27 and reached a high of 80.57 then dropped sharply to close the week at 79.49.
Services Expanding at a Lower Pace
The services sector in the US kept growing in October, a sign that the biggest part of the economy is withstanding a global slowdown. The Institute for Supply Management’s non-manufacturing index declined to 54.2 last month from 55.1 in September. A measure above 50 signals expansion in industries that account for almost 90 percent of the economy.
Record Exports Narrows Trade Deficit
US exports climbed to a record in September, contributing to an unexpected decline in the trade deficit that gave the world’s largest economy a boost at the end of the third quarter. The gap shrank by 5.1% to $41.5 billion, the smallest since December 2010. The gain in sales to overseas buyers was broad-based, with improvements seen from soybeans to fuel and civilian aircraft. Growing demand from emerging markets in South and Central America may be helping to overcome a slowdown in Europe and China. 
Jobless Claims
Claims for unemployment insurance dropped last week as the effects of Hurricane Sandy started to show up. Applications for jobless benefits fell by 8,000 to 355,000 in the week ended Nov. 3. Officials stated that the loss of electricity due to the storm, suppressed filings, while others said workers who lost their jobs because of the weather were starting to apply. It may take three to four weeks to see the full impact, the spokesman said, which indicates claims may jump back in coming weeks as more storm-related applications begin to be processed.
Europe

ECB Rate Decision
The European Central Bank kept interest rates on hold as the economic outlook worsens. European Central Bank President Mario Draghi said that the economic outlook is worsening and the bank stands ready to activate its bond-purchase program if governments fulfill the necessary conditions. “We are ready to undertake” Outright Monetary Transactions, “which will help to avoid extreme scenarios,” Draghi said at a press conference after policy makers left the benchmark interest rate at a historic low of 0.75%. He also added that “The risks surrounding the economic outlook remain on the downside” and underlying inflation pressures “should remain moderate.”  
Greek Government Vote
EU finance ministers may not make a decision on unlocking funds for Greece until late November as they await a full report on the country’s compliance with the terms of its bailout, even though the country's Parliament narrowly backed more unpopular austerity measures. The approval of the austerity bill, which will further cut salaries and pensions and increase taxes, was a key step towards persuading Greece's international creditors to release the next €31.5 billion ($40.15 billion) installment of the country's bailout loans. Without it, the government has said the country will start running out of cash by 16 November. EU Ministers will await a final report from the troika that oversees Euro-area bailouts on Greece’s efforts to meet the conditions of its second bailout since 2010 before taking action. While a preliminary version may be available for the November 12 meeting, it will not be enough for ministers to base their decision on.
German Industrial Production
German industrial production fell more than estimated in September, weighed down by manufacturing, pointing to the huge impact that the Euro zone crisis is having on Europe's largest economy. Industrial output in Germany dropped by 1.8% on the month in September, coming in well below the mid-range forecast in a Reuters poll of 37 economists for a 0.5% fall. Factories produced 2.2% fewer intermediate goods and produced 3.5% fewer capital goods on a monthly basis, dragging overall output down to -3.3% below the previous -0.8% and the expected -0.3%.  
United Kingdom

BoE Keeps Policy Unchanged
The Bank of England kept its key lending rate and asset purchase program unchanged. The move follows the country's official exit from recession last month. However, the BoE will be watching the recovery closely.

The decision was widely expected by economists following the positive GDP performance in the third quarter of the year. The bank's Monetary Policy Committee kept its asset purchases at £375bn despite expectations that the total would be boosted by £50bn but the 1% growth in the previous quarter largely reduced such measures.
Services & Manufacturing Disappoint
Growth in the United Kingdom’s services sector cooled more than estimated in October, signaling weakness in the economy at the beginning of the fourth quarter. The Services Purchasing Managers Index fell to a 22-month low of 50.6 from 52.2 in September, below expectations of a drop to 52.0. In Parallel, the Manufacturing sector gained less than estimated in September as machinery and chemical production declined, adding to evidence that the economy’s recent rebound is losing momentum. Factory output rose by 0.1% below the estimated 0.4%.        
Commodities 

Oil Drops
Oil fell towards the end of the week on speculation that the shutdown of refineries on the US east coast due to Hurricane Sandy will add to already sufficient supplies. Crude fell 2.2% to USD 85.21 a barrel, while Brent fell to USD 105.82 a barrel.
Gold Rallies 
Gold rose to a three-week high of  USD1,737.60 an ounce, as hopes that the US monetary policy would remain loose after President Obama's re-election and concerns about the fiscal cliff increased investors’ appetite for safe-haven assets such as gold. 
Australia 

RBA Rate Decision
Australia’s central bank kept its benchmark interest rate unchanged at a high as the global economy stabilizes and domestic inflation picks up, driving the local currency to a five-week high. Policy makers left the benchmark rate at 3.25%. The move surprised most economists, as most economists were expecting a 25 basis point cut.     “With prices data slightly higher than expected and recent information on the world economy slightly more positive, the board judged that the stance of monetary policy was appropriate for the time being,” The RBA Governor said in the statement. 
Kuwait

Kuwaiti Dinar at 0.28210
The USDKWD opened at 0.28210 on Sunday morning.
Rates – 11 November 2012
	
	Previous Week Levels
	This Week’s Expected Range 
	3-Month

	Currencies
	Open
	Low
	High
	Close
	Minimum
	Maximum
	Forward

	EUR
	1.2835
	1.2690
	1.2876
	1.2714
	1.2500
	1.2880
	1.2735

	GBP
	1.6020
	1.5888
	1.6043
	1.5896
	1.5750
	1.6180
	1.5900

	JPY
	80.43
	79.08
	80.56
	79.49
	78.60
	80.70
	79.55

	CHF
	0.9403
	0.9381
	0.9499
	0.9403
	0.9360
	0.9610
	0.9467


As at November 11th, 2012





th, 2012








For further information, please contact NBK Dealing Room on 22462046 (Telephone), 22419720 (Fax) or TSD_LIST@nbk.com . This report is a publication of National Bank of Kuwait. It is designated for information only, National Bank of Kuwait accepts no liability whatsoever for any direct or consequential loss and/or damage arising from its use.


Page 1 of 3

