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WEEKLY MONEY MARKET REPORT





Draghi’s gets ECB Support for Unlimited Bond-Buying 
United States

Dollar Plunges against All Major Counterparts
Major currencies witnessed a volatile week, as new plans from the European Central Bank increased risk appetite in the FX markets, causing a massive rally for the Euro. Moreover, following Ben Bernanke’s speech at Jackson Hole, markets lacked a sense of direction, as disappointing employment figures in the US triggered a huge sell off of the greenback, pushing the Fed’s quantitative easing program closer to materialization, while awaiting the European Central Bank’s plan to refute the regions continuous debt crisis.
The US Dollar witnessed a rough week, as Ben Bernanke’s speech at Jackson Hole last week confirmed the Federal Reserves’ willingness to introduce more stimuli, should the economic situation in the US deteriorate further. This in turn pushed the greenback lower against its European counterpart. The Euro opened the week higher at 1.2580, falling towards the middle of the week to a low of 1.2502, as the German bund auction suffered a technical failure. The single currency then rose to 1.2650 ahead of the ECB rate decision. As the benchmark interest rate was left unchanged, ECB president Draghi thrilled the markets with his new bond-buying plan, sparking a huge rally that continued to the end of the week, supported by bad US economic data. The Euro closed the week at 1.2815. The Sterling Pound followed suit, opening the week at 1.5867, gradually dropping on Wednesday to a low of 1.5826. Cable then recouped its losses to surge to a 4-month high of 1.6034, only to close at 1.6012. Across the continent, the Japanese Yen witnessed immense swings towards the end of the week. The JPY opened at 78.40, surging to a high of 79.03. The Japanese Yen then recouped its losses against the USD, after poor employment data from the US dwarfed the greenback against its major counterparts. The Australian Dollar opened the week at 1.0285, and fell to a low of 1.0167. The Aussie then rallied against the US Dollar, to reach a high of 1.0398, before closing at 1.0389. The Swiss Franc witnessed a relatively calm week, opening at 0.9549, reaching a high of 0.9581. The Franc followed the Japanese Yens’ path, gaining against the USD to touch a low of 0.9435, finally ending the week at 0.9449.
ISM Non-Manufacturing PMI
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 to a three-month high of 53.7 from July’s figure of 52.6. As the number above 50 signals expansion, the index surpassed the expected 52.5. A continuous hike in the services industries will make-up for three straight months of contraction, and will create more jobs.
Unemployment Claims
Fewer Americans have filed for unemployment benefits from last weeks’ seven-month low, a sign that the labor market is taking less time to gain traction, and easing concerns that it may weaken in the second half of the year. Applications for jobless benefits decreased last week by 12,000 claims to 365,000, against market expectations of a drop to 370,000. The decrease in claims indicates that employers are limiting firings as demand warrants holding on to current workers, helping support consumer spending, the biggest part of the US economy. Moreover, weak hiring and unemployment exceeding 8% pose a “grave concern,” Federal Reserve Chairman Bernanke said last week at Jackson Hole, making a case for further monetary easing.
Unemployment Rate Deceivingly Lower at 8.1%
US payrolls rose less than economists forecasted, and the unemployment rate declined, due to more Americans leaving the labor force, indicating that the US labor market is stagnating. The US economy added 96,000 jobs, failing to beat the expected 125,000, following last months’ revised number of 141,000. The disappointing figure has confirmed Chairman Bernanke’s “grave concern” over the labor market, setting the stage for the Federal Reserve to pump additional money into the slow-moving economy. The unemployment rate unexpectedly dropped to 8.1% from 8.3% in July, against market expectations. However, the reduced unemployment rate is likely more about increased despair among job seekers than increased hires. The employment picture further diminishes expectations for aggregate energy demand and gasoline, in particular, which looks to undercut the recent price rally in the very short-term.
Europe

Draghi’s gets ECB Backing for Unlimited Bond-Buying
The European Central Bank President, Mario Draghi, announced his plan to safeguard the single currency. Draghi has unveiled details of a new bond-buying program aimed at easing the regions debt crisis. The President of the ECB have said that the central bank will engage in “Outright Monetary Transactions,” or “OMT’s,” to address “severe distortions” in government bond markets based on “unfounded fears.” The ECB will engage in unlimited bond buying at the short end, if the peripheral government requests a bailout program. The OMT program will be open ended, and the liquidity created by it will be fully sterilized and will focus on buying bonds with maturities of between one and three years. Strict conditionality of the EFSF/ESM program has to be adhered, for the governing council could suspend the program for a member state in case of non-compliance. Mario Draghi is hoping that the ECB intervention in the bond markets will help reduce the borrowing costs of debt-laden countries such as Spain and Italy and lessen the likelihood of them needing to ask for a full sovereign bailout, an eventuality that could bankrupt the Eurozone and cause the collapse of the euro.
Moreover, the Spanish Prime Minister, Mariano Rajoy, showed no rush on Thursday to seek a bailout that come with harsh conditions for the troubled country under a new European Central Bank plan to bring relief to struggling Eurozone members. Spanish bonds rallied with the 2-year yield falling by below 3% and 10-year inching towards 6% after the ECB’s press conference, the first time since May 25.

On the other hand, the head of the German Bundesbank, Jens Weidmann, has criticized the program saying he regards such purchases as being synonymous to financing governments by printing bank notes. The Central Banker has added, “This will further undermine confidence in the political leaders' crisis-resolution capability.” German Chancellor Angela Merkel had a tight-lipped reaction, reiterating that the “ECB acts within its independence and within its mandate and is responsible for the stability of the currency, the value of the currency, and to take the appropriate decisions.”
German Factory Orders Rise
German factory orders rose more than forecasted in July, due to a solid increase in domestic contracts. The rise in turn boosted hopes that domestic demand will prop up Europe’s biggest economy during the Eurozone crisis. The index of factory orders came out at 0.5% on the month, beating economist expectations of 0.3%, significantly higher than the previous months’ figure at -1.7%.
German Industrial Production
German industrial production unexpectedly rose in July, adding to signs that Europe’s largest economy is withstanding the regions debt crisis. Industrial Production rose 1.3%, after a 0.4% drop in June. The index surpassed economists’ expectations of an unchanged figure. This indicates that the economy is making a good start for the quarter of the year, coming in October.
United Kingdom

Bank of England Unchanged Bank Rate
The Bank of England left its monetary policy unchanged on Thursday, as Britain is creeping out of recession and hopes are running high for a sweeping move by the European Central Bank to ease the Eurozone crisis. Since the BoE's Monetary Policy Committee met last month, official data has shown that Britain's economy is pulling itself out of recession after three quarters of contraction, though the road to recovery still remains an uneven one. The BoE made no change to the asset purchase programme, which consists of buying 50 billion Pounds of British government bonds, which will take its total purchases to 375 billion pounds by November. The Bank of England also kept its interest rate unchanged at the record low of 0.5%, in line with economists’ expectations.
Services PMI
The UK’s services purchasing managers index surged more than expected last month as companies secured more new contracts, adding signs that the country is crawling out of recession. The Purchasing Managers Index jumped to 53.7, from last months’ 51.0, beating economist expectations of 51.3. A reading above 50 indicates expansion. The rebound in the PMI came as great news, following disruptions due to the additional Jubilee bank holiday and unusually poor summer weather in previous months.
Australia
Royal Bank of Australia Rate
Australia maintained the highest benchmark interest rate amongst major economies at 3.5%, as the country withstands a global economic slowdown that is driving down the price of iron ore, the nation’s biggest commodity export. Domestic consumption remained slightly firm, but uncertainty arises as China, the country’s biggest export partner, faces further growth worries. 
Kuwait

Kuwaiti Dinar at 0.28145
The USDKWD opened at 0.28145 on Sunday morning.
Rates – 9 September 2012
	
	Previous Week Levels
	This Week’s Expected Range 
	3-Month

	Currencies
	Open
	Low
	High
	Close
	Minimum
	Maximum
	Forward

	EUR
	1.2580
	1.2500
	1.2817
	1.2815
	1.2670
	1.3100
	1.2865

	GBP
	1.5866
	1.5824
	1.6033
	1.6012
	1.5900
	1.6200
	1.6060

	JPY
	78.32
	78.00
	79.02
	78.24
	77.00
	79.60
	78.00

	CHF
	0.9554
	0.9430
	0.9608
	0.9449
	0.9200
	0.9605
	0.9405
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